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Joining Canadians coast to coast. 


Report of the Directors 


Slow growth, high levels of unemploy- 
ment, continuing inflation and political 
uncertainty characterized Canada’s 
economic performance during 1977. 
These conditions had a negative 
impact on Bell Canada’s operations 
and, despite continued high employee 
productivity, firm cost controls and 
increased telephone rates, our earn- 
ings were lower than anticipated. 
Nonetheless it was a year featuring 
many solid accomplishments for Bell 
Canada and its group of companies. 


Financial Results 
Consolidated earnings per common 
share were $6.04, compared to $6.50 
in 1976, as a result of a decrease in 
the net income applicable to common 
shares and an increase in the number 
of common shares outstanding. 
Earnings of Bell Canada, the 
regulated telephone company, were 
$4.73 per common share in 1977, 
compared to $5.23 in 1976, mainly as 
a result of a slowing in the growth rate 
of long distance and local service 
revenues throughout the year. Earnings 
from manufacturing and distribution 
activities increased from $1.33 to 
$1.39 per common share, as sales 
revenues increased to $1.2 billion. 
The impact of the increased tele- 
phone rates which came into effect 
in Bell Canada territory on June 13 
was diminished because of the slow 


rate of growth in local and long 
distance services during the year. 

While the actual number of calls 
increased, the growth was below 
normal at 4.1 and 5.5 per cent for local 
and long distance calls respectively. 

Expenses continued to increase 
mainly as a result of higher costs of 
wages, employee benefits and prices 
paid for goods and services. Mainte- 
nance and depreciation expenses 
were also up because of the growth 
in investment in new facilities. 

Bell Canada’s non-consolidated 
return on average common equity for 
the year was 9.02 per cent, well below 
the 12 per cent level the regulators 
have deemed acceptable. 

For the sixth consecutive year, 
the dividend on common shares was 
increased. The April 15, 1977 quarterly 
dividend was raised to $1.02 — an 
indicated annual rate of $4.08, com- 
pared to $3.72 previously. 


Capital Expenditures 

Bell Canada invested $951 million in 
1977 to build new facilities, modernize 
existing ones and replace obsolete 

or worn-out equipment. This included 
funds for an extensive program to 
provide and improve service in rural 
areas. The capital costs and related 


expenses of this four-year program 
will exceed $700 million by the time 
it is completed. 

Total capital expenditures in- 
creased by 5.5 per cent over 1976 but 
were $58.9 million below original 
forecasts, as a result of the weaker- 
than-anticipated demand. The total 
would have been even lower had it not 
been for the continuing impact of 
inflation. 

The bulk of the capital budget — 
$639.3 million, or 67.2 per cent — was 
spent to provide new service facilities 
and to relocate telephones for cus- 
tomers who moved. This kept Bell 
Canada installers busy in spite of the 
slow growth in demand in 1977. 

Canadians seem to be increas- 
ingly on the move, because there has 
been a pronounced upturn in recent 
years in what telephone people call 
“churning’’. In 1977, Bell Canada con- 
nected 2.07 million telephones and 
disconnected 1.75 million to produce 
a net gain of 323,000 telephones. 

This means that approximately 12 
telephones were moved for every new 
revenue-producing telephone added 
to the network. Last year the ratio was 
only nine to one. 

In economic terms, churning is 
a drain on the Company’s resources 
because installation rates are far from 
compensatory. The continuing in- 
crease in this kind of work, coupled 
with the fact that it represents a large 
part of Bell Canada’s day-to-day oper- 
ations, underlines the pressing need 
for more realistic rates. Other major 
factors that generate a continuing 
need for capital include the need to 
replace worn-out plant, to move plant 
as a result of public works and the 
need to improve the cost effectiveness 
of our services. 


Financing 

In order to meet service obligations, 
large sums of money were raised in 
the Canadian, United States and 
European markets during 1977. 

In February, $150 million of de- 
bentures were issued in Canada. The 
9.40 per cent debentures, Series DC, 
were dated February 15, 1977 matur- 
ing on February 15, 2002, and were 
offered to the public at par. In late 
March, the Company announced its 
intention to issue U.S. $75 million of 
debentures in Europe, with an in- 
dicated coupon rate of eight per cent. 
Due to investor interest and demand, 
this was increased to U.S. $100 mil- 
lion at an interest rate of 734 per cent 
when actually marketed in April. 
These debentures, Series DD, were 


Repair service is faster and more efficient for customers served by Bell Canada’s 


new automated repair bureaus, first of their kind in the world. These computerized 
offices test telephones and telephone lines, and, by rapidly diagnosing problems, 


> 


considerably reduce the overall time required to correct service difficulties. 


issued at par and will mature 
May 1, 1987. 

What is considered to be the 
largest common stock financing ever 
undertaken in Canada was concluded 
when over 99 per cent of the 2,625,000 
warrants to purchase Bell Canada 
common shares at $46 were exercised 
by the expiry date of June 30, 1977. 
About $120 million was added to our 
equity base. 

In December, the Company an- 
nounced its intention to issue deben- 
tures in the United States market and, 
in early January, U.S. $200 million 


Miniaturized integrated circuits con- 
taining thousands of transistors and 
their interconnections are, in effect, the 
brainpower of the new digital switching 
systems being produced by Northern 
Telecom. 


were issued at par at an interest rate 
of nine per cent. The issue, Series DE, 
will mature January 15, 2008. 

Late in the year, Bell Canada an- 
nounced an improved Shareholder 
Dividend Reinvestment and Stock 
Purchase Plan to come into effect on 
January 1, 1978, for common share- 
holders. Shares purchased under the 
amended plan are newly issued com- 
mon shares, rather than existing 
shares purchased on the open market. 
A major feature of the plan is that 
shares purchased with reinvested 
common share cash dividends are 
issued at a five per cent discount from 
the average market price as described 
in the plan. As of January 16, 1978, 
almost 10,000 additional common 
shareholders had joined the plan, 


bringing the number of participants 
to 11.5 per cent of all common 
shareholders. 


Regulation 

Of the $6 billion it will take over the 
next five years to meet the anticipated 
growth in customers’ needs, nearly 
half must come from external financ- 
ing. This is too much; more should be 
generated internally. 

On November 3, 1976, Bell 
Canada applied to the Canadian 
Radio-television and Telecommunica- 
tions Commission for higher rates that 
were designed to produce in 1977 a 
12 per cent return on average com- 
mon equity, if in effect from March 15. 
Following lengthy hearings, the CRTC 
approved most of the new rates, 
effective June 13, three months 
later than requested. 

On February 1, 1978, the Com- 
pany applied to the CRTC for approval 
of increased rates and of a higher 
permissive level of earnings in 1979 
in the range of 13.5 to 14.5 per cent, 
which the Company believes is neces- 
sary to prudently finance the business. 
The Company asked for approval to 
implement the increased rates on 
July 15, 1978 in order to earna 
12 per cent return on average com- 
mon equity in 1978. 


Operating Environment 

In common with many other busi- 
nesses — both in Canada and else- 
where — Bell Canada each year 
becomes more and more occupied 
responding to actions or proposed 
actions by regulatory bodies, govern- 
ments and government agencies. 

In the last year alone, for example, 
the Company was involved in four 
major cases before the CRTC in 
addition to its rate application; was a 
party to the investigation into vertical 
integration in the telecommunications 
industry being carried on by the 
federal Restrictive Trade Practices 
Commission; and found it necessary 
to make representations on contem- 
plated legislation which could serious- 
ly affect the Company’s interests, in 
particular with regard to the proposed 
Telecommunications Act and the 
Competition Act. 

A more constructive approach 
on the part of government would be 
action to stimulate employment and 
economic growth. A step in the right 
direction would be fair and equitable 
application of federal income tax. For 
example, Canada’s manufacturing and 


processing industries currently incur 
federal income tax at a rateof 40 per 
cent; for the telecommunications 
industry the rate is 46 per cent. 

In the telecommunications 
industry, the investment tax credit 
applies solely to research and devel- 
opment expenditures whereas in 
manufacturing, processing and other 
industries like mining, logging, oil and 
gas, it applies to prescribed buildings, 
machinery and equipment as well. In 
the United States, an investment tax 
credit is available to the telecommu- 
nications industry on its purchase of 
communications equipment. Further- 
more, at 10 per cent the U.S. rate is 
at least double the generally appli- 
cable five per cent rate in Canada. 


Operations Highlights 

During 1977 a number of steps were 
undertaken to extend service and 
improve efficiency and productivity. 

A massive program to improve 
non-urban telephone service was 
initiated during the year. The Com- 
pany is committed to providing four- 
party service or better in all rural 
areas by the end of the four-year 
program. 

In December direct dialing of 
station-to-station overseas calls was 
introduced in Bell Canada’s territory. 
Many Bell Canada subscribers in 
Montreal and Quebec City are now 
able to call 27 countries without the 
aid of an operator. The service will be 
extended into Toronto and vicinity 
during the early part of 1978, and by 
1980 such calls will be possible from 
most major Canadian cities. Also, in 
December, direct dialing to several 
Caribbean countries was introduced. 

A new weekend discount plan for 
long distance calls also came into 
effect in June. The plan provides a 
uniform 24 discount from Saturday 
noon to Sunday at 6 p.m. for direct 
dialed calls within Bell Canada’s 
service area. This provides a longer 
discount period and is helping to 
relieve the overloading of long dis- 
tance circuits on Sunday. 

The new Traffic Operator Posi- 
tion System (TOPS), which permits 
long distance calls to be handled more 
economically, was inaugurated in 
Toronto in February, 1978. TOPS 
allows customers to dial almost all 
their own calls and also provides 
operators with greatly improved work- 
ing conditions. Further TOPS offices 
will be introduced in Bell Canada 
territory On a programmed basis. 


The new DMS-100 central office local switching machine, capable of serving 100,000 


lines, is currently undergoing field trials in Ottawa. This digital unit requires only 
one half the space occupied by equivalent electronic equipment, resulting in 
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significant operating and capital cost savings. 
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In its continuing effort to improve 
service in the Northwest Territories, 
Bell Canada opened a new Office in 
Frobisher Bay in June. The office em- 
ploys native staff and serves 3,600 
subscribers in 35 communities in 
the North. The Company has also 
launched a campaign to inform Inuit 
customers about the telephone sys- 
tem, utilizing a booklet in Inuktitut. 
During the year an order was placed 
for Telesat Canada equipment re- 
quired to bring satellite service to the 


These hair-thin glass fibres transmit as 
much information — television signals, 
data or telephone calls — as this cable. 
Bell Canada is a leader in developing 
and utilizing fibre optics technology. 


six villages now served by high 
frequency radio. This project will 
be completed by 1980. 

Two new computerized auto- 
mated loop reporting systems (CALRS) 
were opened during 1977, in Hamilton 
and St. Lambert. This system for 
diagnosing telephone line trouble, 
developed jointly by Bell-Northern 
Research, Northern Telecom and Bell 
Canada and first introduced in Ottawa 
in 1976, is the world’s first fully auto- 
mated telephone repair service bureau 
and enables the Company to provide 
better service at lower costs. 


Data Services 

The Computer Communications Group 
continued to introduce innovations in 
1977. In June one of the world’s first 
packet-switched data networks — 
Datapac — became a commercial 
reality when it was placed in service 
across the country by the Trans- 
Canada Telephone System. Datapac 


is an ‘intelligent’ public data network 
serving Canadians with coast-to-coast 
data transmission service. Datapac 
access services are designed to sup- 
port the many types and makes of 
data terminating equipment commonly 
used in the industry today. Datapac 
has been linked with two packet net- 
works in the United States, thus intro- 
ducing international packet-switched 
services. 

VUcom 4, a data communications 
terminal using cathode ray technology 
and specifically designed to meet the 
needs of business and industry for a 
basic visual-display teletype, was 
introduced during the year. 

Dataroute, the world’s first nation- 
wide digital data transmission network 
on a commercial basis, was further 
expanded and now serves 36 com- 
munities across Canada. 


Fibre Optics Developments 

One of the fastest growing technol- 
ogies in the telecommunications world 
and one with potential profit signi- 
ficance is fibre optics. Utilizing hair- 
thin glass fibres to carry information 
on laser light waves, fibre optics tech- 
niques promise to revolutionize many 
aspects of telecommunications sys- 
tems. Bell-Northern Research has 
been a leader in researching this 
developing field. 

In October a mile of fibre optics 
cable, designed by Bell-Northern 
Research and manufactured by 
Northern Telecom, was installed un- 
derground between two buildings in 
Montreal. In this field trial, some tele- 
phone conversations in the city are 
travelling along glass fibres instead of 
copper wires. The trial is designed 
to explore use of fibre optics technol- 
ogy under normal telecommunications 
network conditions. 


Manufacturing 
Northern Telecom’s consolidated 
sales at $1.3 billion were 14.1 per cent 
higher than in 1976. Sales levels were 
maintained in the relatively soft Can- 
adian economy and increased in the 
United States by 71.3 per cent. During 
1977 telecommunications sales in the 
United States reached 18.1 per cent 
of total manufacturing sales, com- 
pared to 12.2 per cent in the previous 
year. 

Ushering in a new era of digital 
technology, the first member of 


Northern Telecom’s new generation 
of fully digital telecommunications 
switching systems was placed in 
service in October by a telephone 
company in Florida. The new system, 
known as DMS-10, is the first in a 
family of Digital Multiplex Systems 
that combine electronic stored pro- 
gram control with digital transmission 
techniques. It represents the most 
modern switching technology in the 
world. 

Field trials of DMS-100 and 
DMS-200 — large-scale local and long 
distance switches — are under way 
in Ottawa. 

The DMS family of products, 
developed by Bell-Northern Research, 
will be Bell Canada’s primary vehicle 
for local and long distance growth 
and modernization throughout the 
1980’s. It is expected to prove popular 
with other telephone administrations 
around the world. 


Saudi Arabia Contract 

In December the government of the 
Kingdom of Saudi Arabia announced 
its decision to award a contract for 
extending and modernizing its tele- 
phone network to a consortium of 
companies comprising Bell Canada, 
Philips of the Netherlands and 

L. M. Ericsson of Sweden. 

This is believed to be the largest 
single telecommunications project 
ever undertaken. Bell Canada’s share 
of the gross proceeds is expected to 
be more than a billion dollars over a 
five-year period. Bell Canada-Interna- 
tional Management, Research and 
Consulting Ltd. (BCI) will assist in 
carrying out the project, which will 
generate some 500 new jobs for 
Canadians. 


Employee Relations 

At December 31, Bell Canada had 
approximately 50,300 employees. 
Most of the 37,000 non-management 
employees were represented by one 
of three unions. 

The Canadian Telephone Em- 
ployee’s Association, representing 
some 15,400 clerical and communica- 
tions sales personnel, signed new 
one-year contracts in November, 1977. 

Negotiations got under way late 
in the year with the Communications 
Workers of Canada with regard to 
wages applicable between December 1, 
1977, and November 30, 1978. The 


Work began in 1977 on one of the largest single undertakings in the Company’s 
history: a four-year program to provide and improve non-urban service at a cost of 
more than $700 million in capital and related expenses. Hauling cable over rough 
terrain in the Muskoka lakeland region of Ontario is illustrative of the challenges 
facing thousands of employees working on hundreds of rural projects. 


Specialized telecommunications 
systems, such as the complex ground 
communications system at Malton 
International Airport near Toronto, are 
developed and installed to meet un- 
usual customer requirements. 


CWC represents approximately 14,000 
craft and services employees. 

Negotiations were also under- 
taken late in the year with the 
Communications Union Canada — 
representing about 7,800 operators 
and dining service employees — for 
adjustments to wages to be effective 
between November 25, 1977, and 
November 24, 1978. 

All negotiated settlements are 
subject to review under Canada’s 
Anti-Inflation Act. 


Director Changes 

W.M. Vacy Ash retired from the Board 
of Directors in April following more 
than ten years of conscientious and 
valued service to the Company. Elect- 
ed at the last Annual Meeting to suc- 
ceed Mr. Ash was J. Dean Muncaster 
of Toronto, President of Canadian 
Tire Corporation, Limited. 

John C. Lobb, a Director of Bell 
Canada since October 1973 and past 
Chairman of Northern Telecom Inc., 
withdrew from the Board at the year’s 
end and was succeeded by Robert J. 
Richardson, Sc.D., of Greenville, 
Delaware, Vice-President — Finance 
of E. |. du Pont de Nemours & Com- 
pany and Chairman of Du Pont of 
Canada, who was appointed a Director 
with effect from January 1, 1978. 


Outlook 

In looking ahead to 1978, some 
positive developments may be hoped 
for. The general level of the economy 
is expected to improve. The phasing 
out of anti-inflation legislation and 
the prospect of a budget that would 
stimulate capital investment and 
increase employment should en- 
Courage business activity. 

While such improvements are 
expected to support Bell Canada’s 
revenues, favorable rate action is es- 
sential if Bell Canada is to continue 
to meet its obligations to its cus- 
tomers, employees and shareholders. 

Undoubtedly your Company faces 
a challenging year in 1978. The men 
and women of Bell Canada are ready, 
as in the past, to respond vigorously 
and, we are confident, successfully. 


For the Board of Directors, 


GLAZE 


Chairman 


President 


February 22, 1978 
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Chairman A. J. de Grandpré discusses Bell Canada with a group of Europe’s 
leading institutional investment analysts and portfolio managers at a conference 
in London, England. 


... to inform and be informed. 


mM some 280,000 individual telephone customers, representative of Bell 
Canada’s 5,000,000 subscribers, were surveyed by telephone, letter 
or in person during the year. 


m in 1977 more than 1,000 Bell Canada middle and senior management 
people, in groups of 35 to 40, met with executive officers in a series 
of 37 three-day seminars to discuss major issues facing the business. 


@ in more than a dozen international financial centres in Canada, the 
United States and overseas, Bell Canada’s top corporate and financial 
officers met with security analysts, research directors, securities 
sales personnel, individual shareholders and large institutional 
investors during 1977. 


mM in September, all Bell Canada shareholders and employees received 
a copy of ‘The Public Interest and Bell Canada’, describing the 
benefits of vertical integration of the Bell Canada, Northern Telecom, 
Bell-Northern Research team. 


Purpose: to inform and be informed. 


These two-way communications are 
essential for Bell Canada management 
to obtain the information and under- 
standing required to achieve the 
Company’s basic objective: to provide 
the best possible service at the lowest 
possible price while maintaining fair 
treatment of employees and a fair 
return for investors. 


Bell Canada’s customers 

For customers, the best communica- 
tions are surely good services at rea- 
sonable cost. Internal and industry 
measurements show that the quality of 
Bell Canada service and the price at 
which it is provided can stand com- 
parison with that of any other country 
in the world. But how do our customers 
themselves see it? Do particular pro- 
cedures annoy them? Could certain 
aspects of service be improved? Are 
there new products or services that 
would meet needs that are important 
to them? Are charges seen as reason- 
able? Does Bell Canada play an ap- 
propriate role in the community? 

It is to answer these questions — 
and many others — that Bell Canada 
Carries out continuing customer sur- 
veys. With the information obtained, 
the Company is better able to tailor its 
facilities and services to the needs 
and interests of consumers. 

In 1977, 91 per cent of Bell 
Canada customers felt that the quality 
of telephone service was good to ex- 
cellent and over 80 per cent felt that 
the cost of service was reasonable to 
very reasonable. 

Communications with customers 
are carried out daily in a multitude of 
ways — by telephone, in writing, 
through personal contacts and by ad- 
vertising and informational activities. 


Bell Canada’s employees 
Well-motivated and skilled employees 
are essential in meeting our Company 
objectives. 

Of critical importance to the 
ability of employees to fully contribute 
to the future of the enterprise is the 
degree to which they are kept informed 
and enabled to understand the in- 
creasingly complicated issues with 
which the business is confronted and 
how the various Company functions 
inter-relate in dealing with them. 

To meet this need Bell Canada 
held a series of Corporate Issues 
Seminars in 1977-78. Through thorough 
and frank two-way discussion, middle 
and senior management people were 
Kept in touch with significant develop- 
ments relating to financing, budgeting, 
regulation, organization, labour rela- 


New products, such as this phone, are a response to careful and continuing Bp 
market research — an important form of communications with our customers. 
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President J. C. Thackray discusses corporate objectives and directions at one 
of a series of Corporate Issues Seminars for management. 


tions, planning and personnel, and 
other corporate concerns. Top cor- 
porate officers were at the same time 
alerted to managers’ key interests. 

While considerable management 
time was involved, analysis of the re- 
sults indicates a marked success In 
achieving the basic objective. A simi- 
lar program for junior management 
will be implemented during 1978. 


Bell Canada’s investors 

Of particular importance to Bell 
Canada are its communications with 
existing and potential shareholders 
and institutional investors. 

Holders of Bell Canada common 
and preferred shares number 221,000. 
So that they may Know how their in- 
vestment is performing, regular reports 
are sent to them quarterly. 

In addition, should circumstances 
warrant, special communications are 
directed to shareholders and to the 
investment community. Last year, for 
instance, a reprint of remarks made by 
Company executives to the Toronto 
Society of Financial Analysts was 
distributed. 

Under special circumstances, 
when the Company thinks that a matter 
is of critical long term importance, all 
shareholders and employees are in- 
formed. Such was the case with verti- 
cal integration, and a booklet, titled 
“The Public Interest and Bell Canada” 


WA 


discussing the advantages of integra- 
tion in telecommunications was dis- 
tributed to shareholders and 
employees. 

Annual meetings are another 
means of communicating with share- 
holders. To allow more shareholders 
the opportunity to attend, recent meet- 
ings have been held in Montreal, 
Toronto and Ottawa, with this year’s 
meeting scheduled for Hamilton, 
Ontario. Along with civic and com- 
munity leaders, shareholders living in 
the Kitchener-Waterloo area attended 
a ‘‘Meet Bell Canada’”’ night last year. 
Similar events are being considered 
for selected communities in the future. 

Communications with potential 
investors are also important. Bell 
Canada must raise about half a billion 
dollars each year from external sources 
to support the massive capital pro- 
gram required to maintain, extend and 
modernize the telecommunications 
facilities demanded by residence and 
business customers. To obtain money 
on favorable terms, the Company must 
ensure that current and potential in- 
vestors are aware of the Company’s 
performance and prospects. It must 
also be able to meet the criteria in- 
vestors employ in deciding where 
amongst competing opportunities to 
invest their funds. 

It is for this reason that Bell 
Canada carried on its extensive pro- 
gram of communications, and visits, 


to the international financial centres. 
These contacts are particularly im- 
portant now that Bell Canada has 
broadened its access to capital mar- 
kets to include the United States and 
Europe. 

Some measure of the effective- 
ness of this program can be gauged 
by the fact that, since February, 1977, 
Bell Canada has raised $450 million 
through debentures and $120 million 
in equity in Canada, Europe and the 
United States. 


In the final analysis, good service at a fair price is the best form of communications 
with our customers. Our employees direct their every effort toward achieving 


this objective. 


ea. ae Bell 
Canada 


GROSS ASSETS MORE THAN $10 BILLION. 


FIVE-YEAR COMPOUND GROWTH: 
REVENUES 


NET INCOME 
EARNINGS PER SHARE 
DIVIDENDS 9.04 


DIVIDENDS PAID FOR EVERY YEAR SINCE 1881. 
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Bell Canada 
and Subsidiary Companies 


Consolidated Income Statement 


(thousands of dollars) 


Year 1977 Year 1976 
Operating revenues 
LEG CONS OIC om me en Pe Fo YS east ao dela luna dinndds sak a wadcee $1,151,763 $1,028,520 
SONIC ECS TANCE RS OIVICC eee ares ogee cna re cn oittyse Cen wnacccauiecyadedudestietMeastaein 1,031,553 918,745 
MISCEIANCOUS == NGlin mre Oke eee eee 135,120 109,419 
h@lal-O PetatinowreVENUCSs “iidimieac eon. oe hee LU hh i ess 2,318,436 2,056,684 
ODeratinghexOences merry as einer or rn eh ene ehh Wore 1,708,534 1,479,379 
NEEODETAUIME TOVONUOS eso hare cthieeeie ees icstes tueses eee 609,902 577,305 
Sales revenues — manufacturing and distributing ..........0.0..0ccee. 1,241,451 1,101,874 
BESS eC OSMOM CAC SmI Me en ees oe et Ae ae 874,265 789,061 
Selling, general, administrative and other expenses .............. 229,079 183,582 
1,103,344 972,643 
NGiNGalCCEReVOMUCS ER eet ca aes Shc t lho eae acca, Hk, 138,107 129,231 
NIE) Cea TT TG i VU OG ae eden tay ee Melnik gle scree astital an vice sens oh oddacan 748,009 706,536 
Other income MELTS 
MULE HESIAGIaLGed 10) COMSTLU CUO are. sisi. cyuaswn.csgusvosunatceeeetionnennsdaweuts 16,193 15,559 
Equity in net income of associated companies (note 3) .............. 13,094 11,705 
WUISCONANCOUS raat er cere Cie Lr a. OS Na © ot RRR 13,403 29,296 
OLAIFOUNG MIRICO Ie wee tei Wee ct orth cer ee wee can cea a 42,690 56,560 
INCOME DEIOLE UNGENISTEG EMIS. oic.ioo oscs.c ss ssuinse A veocwseneduodeta den vc onvesters 790,699 763,096 
Interest charges 
tere StOMMONGLChinde DU | Meets rst Saas. 88 i hs teak te a 213,371 185,918 
INC ta OTES Naar errant ta tra tos ok piss ws 08 erecta uaved Sne esau aotaauaneeacoie’ 8,454 10,378 
OL AMIMETeStaCN a1 OSCSs genres Asset cotvcncccitenmaedss dened deareansseeeem 221,825 196,296 
Income before income taxes, minority interest and 
EX{tFAOKAIMARV ILO nae ces nee SI ee CA SUR en et a, Seem, 568,874 566,800 
MCOMestaxeS s(NOlCi4) inet oe Benoa RI ee UR eae 249,334 251,645 
Income before minority interest and extraordinary item ............... 319,540 315,155 
MUNORITY LON OSE cniusate Gate Rene 8 ace, Se ON Sate oe CW ee 33,332 Pe Be a 
INCOME DEIOLesEXILAOKGIR ALY MITES css. ducdowocaas Ren IE et none ee 286,208 287,384 
Pe XC ORC ARV NTSC ROTG 1) masert ah otc tccacn edie dniten aetna RARER 2,367 2,188 
NGGINGCOMEeMINOLe 16) 5a ye eae Ea eC eel A ye 288,575 289,572 
BIVIGONGS On DI EleMbeOvSINAlLCS Fea Gor nu dosens tas dsr tk ede esneinyos cabeacuseebacts 31,534 28,847 
Net income applicable to common shares ..................0ccccccceeeeeeeeeeeees $ 257,041 $ 260,725 
Earnings per common share* (note 6) 
== DETOFE.CXtraOrcinany sternyeaeee eerste eu ee ce $5.98 $6.45 
= EX (FAOrGIMauy ReMrsar cota ensri te metas tc atan asec ar oem yawns $0.06 $0.05 
== AILer CXtraGlGi tal Valle lila ws tion 2. eersratetaccees. cece ee ties Sean $6.04 $6.50 
Assuming full conversion of convertible preferred shares 
and exercise of warrants 
—DETOLEsOXtFAOKGIM ALY, ILM casgn meen cr actce cera neat ee uae mc cncen ech: $5.80 $5.97 
OKITA OTOINary: Iteninecaeee ces eee et ie Ae Bele! oy t $0.05 $0.04 
SAILS OX Era Or Gia VuILein teeth ee ecd eee sete tatht eoniee second irc Sonu: $5.85 $6.01 
Dividends declared per common share ......00.0000000.ccccccececccccececceeeeeeeees $4.08 $3.58 
*Based on average common shares outstanding (thousands) .......... 42,554 40,106 


t Restated — see note 2. 
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Bell Canada 
and Subsidiary Companies 


Consolidated Balance Sheet 


Assets 


(thousands of dollars) 


December 31 


December 31 


1977 1976¢ 
Telecommunication property — at cost (note 7) 
Buildings; plant-and equipimerntuai: sa en ae nery een $8,068,746 $7,218,960 
Less: Accumulatedsdenreciationa 2. nae eee ee 2,372,364 2,109,722 
5,696,382 5,109,238 
IE als Rien ere reer er N eM Mite Cokie at eR Sane 56,618 52,406 
Plant.under_ Construction sc ee nae enn eee 212,843 253,936 
Materialiand supplies. ees. see 102,807 1055103 
6,068,650 5,520,683 
Manufacturing and distributing property — at cost (note 7) 
Buildingss plant-and equinmentyns. cee een ene 387,506 359,527 
Less:Accumulated, depreciation: on ieee eee 209,494 195,088 
178,012 164,439 
tle Barn terete eS fee ea TOUR Done a ie, 11,907 10,782 
189,919 175224 
6,258,569 5,695,904 
Investments 
Associated companies — at equity (Note 1) oooccccccccccccccccececeeseeece. 143,852 105,825 
OM Or: sicsvihasteren Liaw eee ee 2,346 2,245 


146,198 108,070 
Current assets 
Cash and temporary cash investments — 
atcost (approximates: market)m..s screenees 128,846 194,893 
Accounts receivable — principally from customers 
(including $2,623 (1976 - $5,224) from 


associated’ companies)... ee er 462,776 376,394 
Inventories.(NOte <8) o..e. meer ee te a 225,467 227,470 
Other (principally prepaid expenses) o...ceccccccccccccccccccececevseevececece. 55,160 50,627 

872,249 849,384 
Deferred, charges i: .c.0.,. 15.00) seen ee ee ee 53,678 53,637 
Total assets Fei. ke Veen rer ene ed $7,330,694 $6,706,995 


On behalf of the Board of Directors: 


Paul H. Leman, Director 


Marcel Bélanger, Director 


Liabilities and Shareholders’ Equity 
(thousands of dollars) 
December 31 December 31 


1977 1976t¢ 
Shareholders’ equity 

Capital stock (note 9) 

PREIGNCeCISMALES beer res ices horides. tne csouet tcprs cade ta naeued ipecanes sockace ons $ 356,492 $ 376,997 

COMUIMON SSNS Siete: i eh eh 5S cnn ine os sistas adsanteMedeveaeesbvuasuvesseast 1,094,008 1,015,509 
Prema OnmeaDitaWStOC Kite. ke tee bye ola da con ada Bes cones dpenc aes 527,143 460,878 
ContribUtedeeun i itlcmemmmer tte t cccta tester ees ttcsaeeaceacoretesciats 15,290 15,290 
Retained :C Amina Seemed segs tales ceatev etn tie cess spas castes ee ahah eee 882,537 804,750 


2,875,470 2,673,424 


Minority interest in subsidiary companies 


PreTerrOG Silanes eee tert ee rend oan cs cossc cect ee cme leet oeaices 31,543 20,741 
COMMOR iSilaves memes err rene ere cn tne afect ure cheat gece ovtee ety 163,914 140,402 
195,457 161,143 

Longiternm debt(note. 10) sieve tee ee, OS Se SG. BRS 2,679,867 2,471,184 


Current liabilities 


AGGCOUNTS DAVaDle erate cece etre cess csowers toashhontecavaeeesgaeee nee ees 353,769 310,041 
ACVanCe-Diling TOM: SOrVviCOie ker acret.tesciseorete tetas celaset ets 42,630 37,461 
Dividends pay able erie escscsneseen eee ee es tee te I oto savnlaanes 50,213 43,533 
PAXCSCACChUCO en cat mere eine eh on caste rsonn ounce Rete eds ocnccboreess 26,136 ST,0le 
INtTSFESEACCIUIC” cee eee ere ere kt or ete ntact sna, 56,161 45,332 
Debt due within one year (note 11) oo... cle ccsecesscesescnessenees 195,641 191,367 


724,550 664,746 


Deferred credits 
INCOME 1LAXCS aetna tee ene 833,574 717,472 
OTST oe ee ee te ee ei mai ict May kere eyes Ve 21,776 19,026 
855,350 736,498 
Commitments (note 7) 
Total liabilities and shareholders’ equity .................0000. $7,330,694 $6,706,995 


t Restated — see note 2. 


G. L. Henthorn, Vice-President & Comptroller 
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Bell Canada 
and Subsidiary Companies 


Consolidated Statement of Premium on Capital Stock 


(thousands of dollars) 
Year 1977 Year 1976 


Balance -at: beginninglot-vearnt eens ee toe eee $ 460,878 $441,213 
Premium on common shares issued during the year ................... 66,265 19,665 
Balance*at end-of years aii ir nica scenes es tee ern ence meets cee $ 527,143 $460,878 


Consolidated Statement of Retained Earnings 


(thousands of dollars) 
Year1977 Year 1976T 


Balance at beginning of year 


AS DreVidUsSlyreEPOrted vis, cxceu nes sscea ce sien cee ee vee ee $ 806,449 $692,215 
Prior years® adjustment. (note:2):.6 = cane (1,699) (1,559) 
PS. TOSTALS ccc Mometaes eater be Sea Cons Shae See ace oe 804,750 690,656 
Net “inCOMme: anc. Ue cGanet cet ed os coatie no ate a eee eee 288,575 289,572 

Excess of par value over cost of preferred 
shares purchased for cancellation (note 9) ..............c eee. 66 203 
1,093,391 980,431 

Deduct: 

Dividends — Preferred shares...) 42 eee 31,534 28,847 
— Commonshares 5. eee ee 175,626 143,969 
~ 207,160 172,816 
Expenses of Issues of capital stock .1e some eee ee 3,694 2,865 
210,854 175,681 
Balance at end:of year.) 9 $ 882,537 $804,750 


t Restated — see note 2. 


Bell Canada 
and Subsidiary Companies 


Consolidated Statement of Changes in Financial Position 


(thousands of dollars) 
Year 1977 Year 1976t 


Source of funds 
Operations — 


Income before’ extraordinaryottem) 0). sini wate teintea ea cn ee. $ 286,208 $ 287,384 
Items not affecting current funds — 
DODESCIa ON A. tua. aeons Ree eee: 480,620 430,858 
BSISMed INCOME 1AXCS Glens vst tenka.cacrasstes. cts Red deem rcs 116,102 93,011 
[nteresttchanged to Consituction oie tek eee (16,193) (15,559) 
OU i RN AF gaa wera scanesyicels acacdavswncng si tecee oemecee eeateae eae 38,894 33,462 
OLA TRO MODEST ANOGS he tact drial ites sade co dh ae eh ete 905,631 829,156 
Extraordimaky tern h(i O te: 5 ie verse meet eee e cece eee 2,367 2,188 
Proceeds from long. term debt wi eesieccce-c sso el ees eectenticeens 293,050 279,965 
Proceeds from issue of Bell Canada common shares 
UPONeXECISCLORW alnalitSen arte tts.) hits ose vec mean, Casa co, ceo es 118,607 763 
Proceeds [romp OnreferreGiS Manes eee gncalsos. Sn coccianvssvevgnens en ceao eee — 68,248 
Proceeds from issues of shares by subsidiaries to 
rainority* shrareholdelse. = c.cere ee ccaes se tasle evebetererssee etek: 9,701 11,748 
Issue of common shares upon conversion of 
conyertible.preferred Sharesa cess aia <. css sa, ossseicvacssatensceomsencee 18,952 34,655 
Miscellaneous eee a yk ee AIS Ais cess cc ee 12,689 32,039 
Decreasein Working capital oie Wet: elec cere es. 36,939 106,827 


$1,397,936 $1,366,089 


Disposition of funds 
Capital expenditures — 


Gross Capital’ expenditures: . weston. ect see keen nee eee eee $1,046,987 $ 995,597 
Deduct: Charges NOUNneQUIFINGMUNGS tc.) reece eee (13,748) (26,064) 
Increase (decrease) in material and supplies ..................c eee (2,296) 20,001 
NEPLEXDENICINUTES Rene Rnesa te sc cties <0 4.0s-aaazshce esses tees Baca eden e aeceee 1,030,943 995,884 
Dividends. by. Bell Canadayeagrn 5 see9 ct ore eee tee 207,160 12,046 
Dividends by subsidiaries to minority shareholders .................... 10,730 8,600 
Reduction,of, long term, debt ..........cses. ce eee eee 88,668 116,780 
AGCGUISHIONOT tINVeStMENtS sien ce hens. crancccaue cee talon eateees eee eee 34,348 34,582 
Conversion, of preferred SNares csi...) sscxentecccsssars ssc eee 18,975 34,684 
MISCEIANCOUS vounicderetvans tance saree cack dee a Ome acta ee ear 7,112 2,743 


$1,397,936 $1,366,089 


The increase (decrease) in working capital is accounted for by — 
Increase (decrease) in current assets: 


Cash<and temporary cashtinvestments eins. 25. .4: oe ee. $ (66,047) S (2010) 
ACCOUNISTECEIVAD! Gs Arnette ee eee Pere rem metres. 86,382 (6,116) 
INVEHTOLIOS msasecogwiadias: tcc dneetnertenem tte retaco hunts c SUR ete one, ttt (2,003) (1,876) 
OPC TE Ae seit eect ree eee eet op 4,533 1,338 
(Increase) decrease in current liabilities: 
ACCOUNTS Pay ADS coke ce. atvecncteentsonivssscvesncanceoi an eee nar eeteees (43,728) (63,020) 
INOVARGCE DINING TOF SOLVICC. meet vec Go et cacass der ccnsyant tears oeecens cee shee (5,169) (4,797) 
DividendsS*DaVable. jc-cc.ces cert ccersswa eaenlet east eee es (6,680) (4,396) 
RAK CSEACCIITCO eet a So tg hacs aNeRea eran auc eR One eas 10,876 23,683 
Interestaccriied nar eet Oe. Gee (10,829) (6,493) 
Debt.aue.withinsone YEarieceten-o4 ep sae ti eee neers: (4,274) (43,140) 
DeSredselt# WOrkKInG Capltal ASAD OVE 0 a.i vcastocscseerterceen pe eehee ween ase $ (36,939) $ (106,827) 


+ Restated — see note 2. 
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Bell Canada 
and Subsidiary Companies 


Notes to Financial Statements 


1. Accounting policies 

The accompanying financial statements have 
been prepared in accordance with Canadian 
generally accepted accounting principles. 
With respect to Bell Canada and its subsidiary 
companies, the only important difference 
between Canadian and United States gener- 
ally accepted accounting principles is in 
regard to the accounting for translation of 
foreign currency transactions and financial 
statements of foreign subsidiary companies 
as described in note 16. 


Bell Canada and its telephone subsidiary and 
associated companies are subject to regula- 
tion, including examination of accounting 
practices, by their respective regulatory 
authorities. Bell Canada is regulated on the 
basis of its non-consolidated financial state- 
ments in which its investments in subsidiary 
and associated companies are carried at cost. 
The system of accounts and accounting 
practices are similar to those being used in 
the telecommunication industry. 


Consolidation 


The accounts of companies in which Bell 
Canada owns more than 50% of the outstand- 
ing common shares have been fully con- 
solidated and the investments in associated 
companies (50% or less, and 20% or more) 
have been accounted for by the equity 
method. The associated companies of Bell 
Canada and its subsidiaries at December 31, 
1977 were Maritime Telegraph & Telephone 
Company, Limited,(1) The New Brunswick 
Telephone Company, Limited, Telesat Canada, 
SOTEL INC., National Telephone Directory 
Corporation, Intersil, Inc. and Data 

100 Corporation. 


(1) At December 31, 1977, Bell Canada was the regis- 
tered owner of 2,172,200 or 40.0% of the outstanding 
common shares of Maritime Telegraph & Telephone 
Company, Limited; however, under a statute passed 
by the Legislature of Nova Scotia, not more than 
1,000 shares may be voted by any one shareholder. 


The companies in which Bell Canada had a 
direct investment of more than 50% of 
common shares at December 31, 1977 were: 


% | 
Northern Telecom Limited(2) ................ 69.2, 
Newfoundland Telephone Company 

LAMPE rege Sasencscdasisene oceage te eee 78.2) 
Northern Telephone Limited ................ 99.8 
TE6leDE CHANGE ie. cisss.p0ss0c-s cco ee 100 
Liévre Valley Telephone Company ...... 100 
The Capital Telephone Company 

L-iMited A es oc tee eee 100 
The North American Telegraph 

COMPany ooo tench eee 100 


Bell Canada — International Manage- 
ment, Research and Consulting Ltd. 100 


For companies acquired the excess of cost of 
shares over acquired equity is being amor- 
tized to earnings over periods not exceeding 
forty years. Such amortization amounted to 
$929,000 in 1977 ($645,000 - 1976). 


Bell Canada’s summarized income statement, 
balance sheet and statement of changes in 
financial position, on a non-consolidated 
basis, are presented on pages 32 to 34. 


(2) At December 31, 1977, Bell Canada was the bene- 
ficial owner of 18,304,334 or 69.2% (18,307,809 or 
69.2% at December 31, 1976) of the outstanding 
common shares of Northern Telecom Limited. As- 
suming exercise of the warrants outstanding at 
December 31, 1977 the shareholding would be 
61.6%. Each warrant entitles the holder to purchase 
from Bell Canada prior to December 1, 1979 one 
common share of Northern Telecom Limited at 
$21.50. At December 31, 1977, 1,991,834 common 
shares of Northern Telecom Limited were deposited 
in escrow with the Warrant Trustee for that purpose. 
In addition, assuming issuance of approximately 
3,150,000 new common shares of Northern Telecom 
Limited on the acquisition, if completed, of Sycor, 
Inc., Bell Canada’s shareholding in Northern Telecom 
Limited would be approximately 55.1%. 


Sales revenues — manufacturing and 
distributing 


(thousands of dollars) 


Year 1977 Year 1976 


Sales to: 
Bell Canada .......... $, 5335235 $. 531,704 
Telephone 
subsidiary and 
associated 
companies of 
Bell Canada ...... 52,046 65,903 
Sub-total ........ 585,281 597,607 
Sales to others ........ 656,170 904,267 
Total sales .... $1,241,451 $1,101,874 


Telecommunication equipment, purchased 
by Bell Canada and its telephone subsidiaries 
from Northern Telecom Limited and its sub- 
sidiaries, is reflected in the consolidated 
balance sheet at cost to the purchasing com- 
panies, and in the consolidated income 
statement is included in Sales revenues — 
manufacturing and distributing. To the extent 
that any income on these sales and those to 
associated companies has not been offset by 
depreciation or other operating expenses, it 
remains in consolidated retained earnings 
and consolidated income. This treatment is 
generally accepted in the industry. All other 
significant intercompany transactions have 
been eliminated in the accompanying con- 
solidated financial statements. 


Depreciation 

Depreciation is computed on the straight line 
method using rates based on the estimated 
useful lives of the assets. 


When depreciable telecommunication prop- 
erty is retired, the amount at which such 
property has been carried in telecommunica- 
tion plant is charged to Accumulated 
depreciation. 


Depreciation expense, including amortization 
of property held under capital leases, for the 
year ended December 31, 1977 was 
$480,620,000 ($430,858,000 — 1976) and the 
composite rate was 6.16% (6.15% — 1976). 


Maintenance and repairs 
The cost of maintenance and repairs of 
property is expensed as incurred. 


Research and development 

Research and development costs are charged 
to income in the years in which they are 
incurred. 

Research and development expense for 


the year ended December 31, 1977 was 
$112,996,000 ($84,302,000 — 1976). 


Translation of foreign currencies 


The long term debt payable in U.S. funds 

is translated into Canadian funds at the 
exchange rate prevailing at the time the debt 
was incurred. The accounts of foreign sub- 
sidiary companies have been translated into 
Canadian dollars at exchange rates prevailing 
at the balance sheet dates for working capital 
items, at exchange rates prevailing at the 
respective transaction dates for non-current 
assets and liabilities (and related depreciation 
and amortization) and at average exchange 
rates prevailing during the years for income 
and expenses (see note 16). 


Leases 


Leases are classified as capital or operating 
leases. A lease that transfers substantially all 
of the benefits and risks incident to the 
ownership of property is classified as a capital 
lease. All other leases are accounted for as 
operating leases wherein rental payments are 
expensed as incurred. At the inception of a 
Capital lease, an asset and an obligation are 
recorded at an amount equal to the lesser of 
the present value of the minimum lease pay- 
ments and the property’s fair value at the 
beginning of such lease. Assets recorded 
under capital leases are amortized on a 
straight line method using rates based on the 
estimated useful life of the asset or based on 
the lease term as appropriate. The obligation 
is reduced by rental payments net of 

imputed interest. 


Inventories 


Inventories held by the manufacturing and 
distributing subsidiaries are valued at the 
lower of cost (calculated generally on a first- 
in, first-out basis) and net realizable value. 
The cost of finished goods and work-in- 
process inventories comprises material, 
labour and manufacturing overhead. 


Interest charged to construction 


Regulatory authorities allow the telephone 
companies to provide for a return on capital 
invested in new telephone plant while under 
construction by including “‘interest charged 
to construction” as an item of income during 
the construction period and also as an addi- 
tion to the cost of the plant constructed. Such 
income is not realized in cash currently but will 
be realized over the service life of the plant. 


Income taxes 


Bell Canada and all subsidiaries use the tax 
allocation basis of accounting for income 
taxes. Reductions in income taxes relating to 
losses carried forward in subsidiaries are not 
recorded in the accounts until the date of 
their realization. 
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Investment tax credit 

The investment tax credit is included in the 
balance sheet as ‘‘Deferred credits — Other” 
and is being amortized by credits to income, 
as a reduction of income taxes, over the 
average estimated service life of telecom- 
munication property. 


2. Accounting change — leases 

In 1977, Bell Canada and its subsidiaries 
changed their method of accounting for leases 
as described in note 1 — leases. This change 
resulted in an increase of consolidated net 
income of $282,000-in 1977. The effect on 
consolidated net income as reported in earlier 
years is a $1,699,000 decrease of which 
$140,000 is applicable to the year 1976. Prior 
period data have been restated to reflect 

this change in accounting. 


3. Equity in net income of associated 
companies 
Equity in net income of associated companies 
represents Bell Canada’s share of net income 
of companies accounted for by the equity 
method. The dividends received from these 
companies amounted to $7,649,000 in 1977 
($7,164,000 — 1976). 


4. Income taxes 
A reconciliation of the statutory income tax 
rate in Canada to the effective income tax 
rate is as follows: 
Year Year 
1977 1976 


Statutory income tax rate ...... 48.0% 48.0% 


i) Interest charged to con- 

struction, net of applic- 

able depreciation 

AGUSIMGMIe et acinar. (0.9) (0.9) 
ii) Reduction of Canadian 

Federal taxes applicable 

to manufacturing 

DOTS *zAccee eater ce (1.4) (1.2) 
iii) Other miscellaneous 

differences between the 

calculation of taxable 

income and book in- 

come before taxes and 

outright reductions of 

taxes for the year result- 

ing from various tax 

credits and grants ............ (1.9) (1.5) 


Effective income tax rate ...... 43.8% 44.4% 


Details of the Company’s income taxes are 
as follows: 


(thousands of 


dollars) 
Year Year 
1977 1976 
Curren teeters tet eae $133,232 $158,634 
Delerredin ete ee so 116,102 93,011 


Total income taxes .. $249,334 $251,645 


Deferred income taxes result from deductions 
for tax purposes, in respect of plant, being 

in excess of amounts currently charged to 
operations. 


5. Extraordinary item 
(thousands of 
dollars) 


Year Year 
1977 1976 


Reduction on a consoli- 
dated basis, net of minority 
interest of $1,055,000 
($975,000 — 1976), of 
income taxes arising from 
the utilization of prior 
years’ tax losses of a 
subsidiary of Northern 
Telecom Limited ($0.06 
($0.05 — 1976) per 
common share) ...2822-4....:. $2,367 $2,188 


6. Earnings per common share 


Earnings per common share are based on 
average shares outstanding. 


For the computation of the earnings per share, 
assuming full conversion of convertible pre- 
ferred. shares and exercise of warrants, the 
dividends on convertible preferred shares 
have been added back to income. For 1976, 
the computation also includes the dilutive 
effect of warrants outstanding at December 
31, 1976. These warrants, which were issued 
in October 1975 and exercisable at $46, 
expired on June 30, 1977, at which date 
99.8% had been exercised. 


7. Leases 


‘““Telecommunication Property” and ‘“‘Manu- 
facturing and Distributing Property” include 
property recorded under capital leases 


as follows: 


Telecommunication 
Property: 
Buildings, plant 

and equipment 
Less: Accumulated 
depreciation ...... 


Manufacturing and 
Distributing 
Property: 
Buildings, plant 

and equipment 
Less: Accumulated 
depreciation ...... 


(thousands of dollars) 


December 
31, 1977 


$57,519 


16,004 
41,515 
3,350 
$44,865 


$ 2,848 


1,808 
$ 1,040 


December 


31, 1976 


$59,783 


14,253 
45,530 
3,350 
$48,880 


$ 2,848 


1,504 
$ 1,344 


The future minimum lease payments under 
Capital leases, and operating leases that have 
initial or remaining non-cancellable lease 


terms in excess of one year as of December 31, 


1977 are as follows: 


Total future minimum 
lease payments .... 


Less: Estimated 
executory costs .... 


Net minimum lease 
DAYMECNtS. wectvane.ce 

Less: Imputed 
Interest: Senha 


Present value of net 
minimum lease 
payments .............. 


(thousands of dollars) 


Capital Operating 
leases leases 
$ 10,845 $ 29,616 
Ri l2F 21,210 
9,343 21,346 
8,992 16,164 
“Oil 615 
106,327 62,369 
154,245 $169,380 
52.19 
102,054 
52,626 
$ 49,428 


Rental expense applicable to operating 
leases for the year 1977 was $78,805,000 


($67,877,000 — 1976). 


Bell Canada has agreed to purchase a mort- 
gage for a sum not to exceed $37,106,000 in 
the event of mortgage payment default by 
the owner of a building. In such event the 
future minimum lease payments included in 
Capital leases above will be reduced by 
approximately $74,493,000. 


8. Inventories 


(thousands of 


dollars) 
December December 
31, 1977 31, 1976 
Manufacturing and 

distributing — 
Raw materials ........ $ 59,212 $ 55,654 
Work-in-process .... 86,420 84,810 
Finished goods ...... 79,835 87,006 
$225,467 $227,470 


9. Capital stock 
Authorized 


By charter — $1,750,000,000 divided into 
common shares of the par value of $25 each, 
and into preferred shares. 


By shareholders — $1,750,000,000 divided into 
common shares of the par value of $25 each, 
and: (a) not more than 2,000,000 of a class of 
preferred shares to a maximum aggregate 
amount of $94,000,000; (b) not more than 
9,000,000 of another class of preferred shares 
to a maximum aggregate amount of 
$225,000,000; (c) not more than 7,000,000 of 
another class of preferred shares to a 
maximum aggregate amount of $219,000,000; 
and (d) not more than 8,000,000 of another 
class of preferred shares to a maximum 
aggregate amount of $200,000,000. 
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Changes in Bell Canada’s issued capital stock during 1977 were as follows: 


Purchases 
Outstanding at Conversion of preferred Outstanding at 
January 1, Issued of preferred shares for December 31, 
feet ELIE Su for cash __ Shares — cancellation 1977 
(dollars in thousands) 
Preferred shares 
Cumulative, redeemable, 
convertible and voting 
$3.20 shares (par value 
of $47 per share) 
NombDergienc en carcee 391,199 —_ (143,422) 24 Tet 
LotaleparwvalUeiecw..2 Sy 185386 “= $ (6,741) oe $ 11,645 
$3.34 shares, class B, 
series B (par value 
of $52 per share) 
Number. ties t. ee 449,632 —_— (196,733) — 252,899 
Total par value ............ O28 u2o,30n — $ (10,230) <= $ 13,184 
$4.23 shares, class C, 
series D (par value 
of $47 per share) 
Number 2 eee 1,996,300 — (41,105) — 1,955,195 
Total: par values: $ 93,826 — $ (1,932) — $ 91,894 
$2.28 shares, class C, 
series E (par value 
of $25 per share) 
IN UID G Tee aortens nee coe re 4,999,762 — (2,875) — 4,996,887 
Total par value .nc...00 $ 124,994 — $ (72) — $ 124,922 
Cumulative, redeemable 
and voting 
$2.25 shares, class B, 
series C (par value 
of $30 per share) 
INGUIN ram fer) sear eu 1,547,000 — — (51,000) 1,496,000 
Totaljpar value®.......... $ 46,410 ae SS $ (1,530) $ 44,880 
$1.80 shares, class B, 
series F (par value 
of $20 per share) 
NUMDGRE ete inte 3,500,000 mae” aaa +S 3,500,000 
Motal-partvalue 2.5.8 $ 70,000 —_ — — $ 70,000 
Total par value of 
prefer edishares:.,..32..-. $ 376,997 — $ (18,975) $ (1,530) $ 356,492 
Common shares 
(par value of $25 
per share) 
NUMDen Abe eae eee 40,620:341 ~ 2.755362. 384,601 — 43,760,304 
Totalspar value... $1,015,509 $ 68,884* $ 9,615 — $ 1,094,008 


*The common shares issued for cash represent 152,699 shares purchased by employees through 
assignment of dividends under the provisions of the Employees’ Savings Plan (1966) and 
2,602,663 shares issued at $46 upon exercise of warrants. The excess of proceeds over 


par value amounting to $56,927,000 was allocated to Premium on capital stock. 


The $3.20 preferred shares are currently 
redeemable, at Bell Canada’s option, at $47 
plus a premium of $2.50 to February 1, 1978, 
diminishing by $.50 at the end of each sub- 
sequent year to February 1, 1982, and there- 
after at $47. Each $3.20 preferred share may 
be converted into one common share on or 
before February 1, 1982. At December 31, 1977, 
1,752,223 of these shares had been converted 
(including 218,400 during 1976). 


The $3.34 preferred shares, class B, series B, 
are currently redeemable, at Bell Canada’s 
option, at $52 plus a premium of $3.00 to 
August 1, 1978, diminishing by $.50 at the end 
of each subsequent year to August 1, 1983, 
and thereafter at $52. The $3.34 preferred 
shares are convertible into common shares 
on or before August 1, 1983. Prior to October 
22, 1975 they were convertible on a one for 
one basis; effective that date, the conversion 
ratio was changed to 1.012 common shares 
for each preferred share. At December 31, 
1977, 1,747,101 of these shares had been 
converted (including 466,415 during 1976). 


The $4.23 preferred shares, class C, series D, 
are not redeemable prior to December 1, 1980, 
but may be redeemed thereafter, at Bell 
Canada’s option, at $47 plus a premium of 
$4.00 diminishing by $.70 at the end of each 
subsequent year to December 1, 1983, by $.60 
at December 1, 1984, by $.70 at December 1, 
1985, by $.60 at December 1, 1986, and there- 
after at $47. Each $4.23 preferred share may 
be converted into one common share on or 
before December 1, 1986. At December 31, 
1977, 44,805 of these shares had been 
converted (including 3,390 during 1976). 


The $2.28 preferred shares, class C, series E, 
are not redeemable prior to July 2, 1981, but 
may be redeemed thereafter, at Bell Canada’s 
option, at $25 plus a premium of $2.00 
diminishing by $.35 at the end of each sub- 
sequent year to July 2, 1986, by $.25 at July 2, 
1987, and thereafter at $25. Two $2.28 pre- 
ferred shares may be converted into one 
common share on or before July 2, 1987. 

At December 31, 1977, 3,113 of these 

shares had been converted (including 238 
during 1976). 


The $2.25 preferred shares, class B, series C, 
are not redeemable prior to October 1, 1983, 
but may be redeemed thereafter, at Bell 
Canada’s option, at $30 plus a premium of 
$1.50 diminishing by $.375 at the end of each 
subsequent five year period to October 1, 
2003, and thereafter at $30. Pursuant to the 
conditions attaching to this issue of shares, 
at December 31, 1977, 204,000 shares with 
an aggregate par value of $6,120,000 had 
been purchased and cancelled (including 
51,000 shares with an aggregate par value of 
$1,530,000 during 1976). 


The $1.80 preferred shares, class B, series F, 
are not redeemable prior to October 2, 1986, 
but may be redeemed thereafter, at Bell 
Canada’s option, at $20 plus a premium of 
$1.20 diminishing by $.30 at the end of each 
subsequent five year period to October 2, 
2006, and thereafter at $20. 


Common shares reserved at December 31, 

1977 — 5,773,683 

4,957,348 shares for issuance upon conver- 
sion of all convertible preferred 
shares. 


66,335 shares for issuance under the 
Employees’ Savings Plan (1966). 


750,000 shares for issuance under the 
Shareholder Dividend Reinvestment 
and Stock Purchase Plan. 
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10. Long Term Debt 


Bell Canada 
 ) 


First mortgage bonds 3% - 534% 


1983-1992 .... 
1993-2002 .... 
2003-2004 .... 


Debentures 


1986-2006; .... 


(thousands of dollars) 


6-7%%  8-97%% 10-10%% 
$ — $ 70,000 $ — $ — 
40,000 = 70,000 = 
30,000 a 72,000 os: 
24,000 28,500 — _ 
90,000 = — — 
210,000 251,500 141,066 — 

78,000 206,000 516,000 130,000 
= 4,000 26,000 = 

472,000 560,000 825,066 130,000 
= 100,000 410,000 = 


Exchange premium less discount, at time of issue, on debt payable in 
United States funds 


— First mortgage bonds 
— Debentures 


Obligations under capital leases 


Sub-total — Bell Canada 


Less: due within one year 
Total — consolidated 


Total outstanding 
December 31, 1977 


$ 70,000 
110,000 
102,000 

52,500 
90,000 
602,566 
930,000 
30,000 


1,987,066 


510,000 


23,926 
780 
2,521 2 


48,258 
2,570,030 
188,316 
2,758,346 
78,479 
$2,679,867 


— The first mortgage bonds of Bell Canada are secured by a first mortgage and a floating charge. 


— At December 31, 1977, the long term debt of Bell Canada payable in United States funds was $928,000,000 com- 
prising $50,000,000 of first mortgage bonds maturing in 1983, $518,000,000 maturing from 1988 to 2004 and 


$360,000,000 of debentures. 


— Based on the exchange rate at December 31, 1977, the premiums on first mortgage bonds and on debentures would 


be $53,392,000 and $33,840,000, respectively. 


— At December 31, 1977, the amounts of long term debt payable by Bell Canada and subsidiary companies in the 
years 1978 to 1982 are $78,479,000, $117,786,000, $113,706,000, $61,939,000 and $101,956,000, respectively. 


11. Debt due within one year 
(thousands of dollars) 


December 31, 


ADIT. 1976 
Long term debt ........ $ 78,479 $ 96,144 
Notes payable .......... 101,232 79,935 
Bank advances .......... 15,930 15,288 
$195,641 $191,367 


It has been the practice for Bell Canada and 
telephone subsidiaries to employ as interim 
financing, pending long term financing, debt 
due in twelve months or less after issuance. 
In Bell Canada the computation of ratios of 
debt to total capitalization for regulatory and 
other purposes includes debt due within 

one year. 


Additional data with regard to Notes payable 
(dollars in thousands) 


1977 1976 


i) Maximum amount 
outstanding at any 
month-end during 
the year ended 
Decembern:3 ike 3.3. $104,576 


ii) Average amount 
outstanding during 
the year ended 
December 311 .......... $ 84,011 


iii) Weighted average 
annual interest rate 
during the year 
ended December 31 


$115,359 


7.3% 8.7% 


iv) Weighted average 
annual interest rate 
at December 31 ...... 8.0% 
12. Pensions 
Bell Canada and most of its subsidiary com- 
panies have non-contributory plans which 
provide for service pensions based on length 
of service and rates of pay. The actuarial 
valuations as of December 31, 1975 indicated 
that all vested benefits were fully funded. 
The funding programs meet the requirements 
of Federal and Provincial laws. 


The total provisions for the cost of pension 
plans were $132,349,000 for the year ended 
December 31, 1977 ($115,066,000 — 1976). 


$ 90,167 


13. Remuneration of officers and directors 
During the year 1977, Bell Canada’s share- 
holders were served by 21 directors. As such, 
their aggregate remuneration from Bell 
Canada was $230,000. Some of them served 
also as directors of Northern Telecom 
Limited, and certain of its subsidiaries; as 
such their aggregate remuneration was 
$75,000 from these companies. 


Bell Canada had 30 officers during 1977 and 
their aggregate remuneration as officers was 
$2,875,000. Two of the officers served also 
as directors of Bell Canada in 1977. 


In addition, payments made by Bell Canada 
for the benefit of certain of its officers pur- 
suant to special retirement plans amounted 
to $134,000 for 1977. 


14. Canadian anti-inflation legislation 
Anti-inflation legislation controlling increases 
in profit margins, prices, dividends and 
compensation became effective in Canada on 
October 14, 1975, and will be phased out 
beginning on April 14, 1978. Bell Canada and 
its Canadian subsidiaries are subject to this 
legislation. 


Based on available information, management 
of Bell Canada is of the opinion that, in all 
respects material to Bell Canada and its 
Canadian subsidiaries, they are in compliance 
with the Anti-Inflation Act and regulations. 
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15. Quarterly financial data 


Summarized consolidated quarterly financial data (in thousands of dollars except per share 


amounts) are as follows: 


1977 


MotalRo pe ratimGBneViSIU CS tee: eee mere eens etree renee 
NetropenatingerevemUGSie eaten mer te ct eres 
Sales revenues — manufacturing and distributing .......... 
Gross profit — manufacturing and distributing ................ 
Incomes beforexextra oncinany site inp rrr seer eee 
Extraordinary item . Ne ene ee ea ASR tee mer ataeaoeece 


Earnings per common share before extraordinary item * 


Assuming full conversion of convertible preferred 
SiiakesuananexenclSenolawalialntSien ree eee eee 


* Based on average common shares outstanding (thousands) 


1976 


Total operating revenues 
INKSIC @JOYSNVENNINKG) IEMEINUES osc ocscscsscoceavcey asevesnganp utes bnonpoonengoensee 
Sales revenues — manufacturing and distributing 
Gross profit — manufacturing and distributing 
Income before extraordinary item 
Extraordinary item 
NetainComer tam. Mca ec eater ee ete ce 
Net income applicable to common shares ...................... 
Earnings per common share before extraordinary item * 


Assuming full conversion of convertible preferred 
shares and exercise of warrants 


* Based on average common shares outstanding (thousands) 


+t Restated — see note 2. 


16. Translation of foreign currencies 


Bell Canada and its Canadian subsidiaries 
follow the Canadian generally accepted prac- 
tice of accounting for translation of foreign 
Currency transactions and financial state- 
ments of foreign subsidiary companies 

(see note 1). 


If the translation had been made in accor- 
dance with the United States Financial 
Accounting Standards Board’s Statement 
No. 8: Accounting for the Translation of 
Foreign Currency Transactions and Foreign 
Currency Financial Statements, consolidated 
net income and earnings per common share 


Three months ended 


March 31T June 30t September 30t December 31 


$533,376 $556,684 $604,816 $623,560 
130,907 124,480 178,392 176,123 
302,310 335,695 290,073 313,373 
83,141 99,868 89,562 94,615 
62,083 60,907 83,591 79,627 
400 420 484 1,063 
62,483 61,327 84,075 80,690 
54,471 53,408 76,247 72,915 
1.33 1.26 1.73 1.64 
1e25 1.24 1.67 1.59 
40,799 41,986 43,653 43,733 


March 31T June 30 September 30f December 31T 


$490,326 $508,436 $521,740 $536,182 
145,106 142,501 147,313 142,385 
277,281 305,422 247,542 271,629 
78,624 86,787 72,321 75,081 
74,266 73,646 68,963 70,509 
346 392 683 767 
74,612 74,038 69,646 71,276 
67,559 67,078 62,813 63,275 
1.69 1.67 1.55 1.54 
1-55 1.54 1.44 1.44 
39,815 39,930 40,196 40,476 


would have increased (decreased) as follows: 


Increase Increase 
(decrease) in (decrease) in 
consolidated earnings per 

net income common share 


(thousands 
of dollars) 
Three months ended 
March 31, 1977 $(29,200) $(0.72) 
June 30, 1977 (2,700) (0.06) 
September 30, 1977 (10,700) (0.25) 
December 31, 1977 (13,400) (0.31) 
March 31, 1976 13,500 0.34 
June 30, 1976 8,900 0.22 
September 30, 1976 (1,400) (0.03) 
December 31, 1976 (23,200) (0.57) 
Year ended 
December 31, 1977 (56,000) (1232) 
December 31, 1976 (2,200) (0.05) 


17. Industry segment information 


In accordance with the United States Financial 
Accounting Standards Board’s Statement 

No. 14, information about the Company’s 
operations in different industry segments for 
the twelve months ended December 31, 1977 


and as at December 31, 1977 is presented 
below: 


(millions of dollars) 
Telecommunications 


Telecommunications equipment Elimi- | Consoli- 
services manufacturing Other nations dated 
Operating and sales revenues $2,319 $1,064 (b) $177(b) $ — $3,560 
Intersegment sales . _ 27 86 (113) —- 
Total revenues $2,319 $1,091 $263 $(113) $3,560 
Total net revenues $ 610 $ 202 $ 8 S(Gil) ie Sasi 9)(C) 
Equity in net income of associated 
companies $2 $ Sop] $ — is 
Other income 30 
Interest charges a (222) 
General corporate expenses (71) 
Income before income taxes, minority 
interest and extraordinary item $ 569 
Identifiable assets at 
December 31, 1977 $6,435 $ 563 $104 $( 66) $7,036(d) 
Investment in net assets of 
associated companies S ie $ — Soil $ — 144 
General corporate assets 151(d) 
Total assets at December 31, 1977 $7,331 
Depreciation eo eee. $ 449 $ 24 $ 6 $ = $ 479 
Depreciation — general corporate assets 2 
$ 481 
Capital expenditures $1,005 SY $ 8 $( 4) $1,046 
Capital expenditures — general corporate 
assets ; fech S 1 
$1,047 


(a) Bell Canada and its subsidiary and asso- 
ciated companies operate principally in 
two industries: 


i) Telecommunications services, which 
include the provision of voice, visual, 
data, radio and television transmission, 
public exchange and private line tele- 
typewriter and other telecommunication 
services. Bell Canada and its telephone 
subsidiary and associated companies 
are subject to regulation by their 
respective regulatory authorities. 


ii) Telecommunications equipment manu- 
facturing, which involves the production 
and sale of central office switching 
equipment, subscriber apparatus, busi- 
ness communications systems, trans- 
mission equipment and wire and cable. 


(b) Telecommunications equipment manufac- 
turing and Other sales revenues include 
sales of $581 million and $4 million, re- 
spectively, to Bell Canada, its telephone 
subsidiary and associated companies. 
These sales are not eliminated on con- 
solidation (see note 1 — Consolidation). 
Telecommunications equipment manufac- 
turing sales of Northern Telecom Limited 
to Bell Canada are at prices and terms as 
low as those offered to Northern Telecom 


Limited’s most favored customers for like 
materials and services under comparable 
conditions. 


(c) Total net revenues of $748 million as 
shown in the Consolidated Income State- 
ment are after deducting expenses of 
$71 million applicable to Telecommunica- 
tions equipment manufacturing and Other 
segments which are shown as general 
corporate expenses. 
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Identifiable assets by industry segment 
are those assets that are used in each 
segment’s operation. Corporate assets are 
principally cash and temporary cash 
investments. 


(e) Over 90% of the Company's sales are 
derived from operations located in Canada 
and are to customers in Canada. 


18. Replacement cost data (unaudited) 


The Company has developed estimates of the 
replacement cost of the productive capacity 
represented by its plant investment. Inven- 
tories, depreciation expense and cost of sales 
(manufacturing and distributing) have also 
been estimated on the basis of replacement 
cost. These estimates have been prepared in 
compliance with rules and guidelines issued 
by the United States Securities and Exchange 
Commission. 
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Telecommunication property: 
Subject to replacement cost disclosure 
Land and plant under construction, included 
atenistomCcucoStwa. wf MUDD Sere panne 


Less: Accumulated depreciation 


Manufacturing and distributing property: 
Subject to replacement cost disclosure 


Land and other property, included at 
HistoniChCOStsen occur er en ree tee rr 


Less: Accumulated depreciation 


Net plant investment ................. 
Inventories 


Replacement cost of productive capacity 
and inventories 


The replacement cost data presented above 
is an estimate of the cost that would be 
incurred if the productive capacity and inven- 
tories were replaced at cost levels existing 

at December 31, 1977 and December 31, 1976 
respectively. Land and plant under construc- 
tion are not revalued but are included at 
historic cost. 


The Company recommends caution in inter- 
preting the significance of the difference 
between replacement cost and historic cost 
for the following reasons: 


i) The estimates are based on the assumed 
replacement of productive capacity at 
December 31, 1977 and December 31, 
1976, respectively, using a mix of tech- 
nology appropriate to business conditions 
existing at those dates. 


Actual replacement will take place over 
many years, using a mix of technology 
appropriate to business conditions exist- 
ing at those future dates. 


The establishment of the estimates in- 
volves numerous assumptions and there- 
fore the result must be recognized as only 
an indication of the replacement cost of 
productive capacity. 


— 


Depreciation expense and cost of sales 
(manufacturing and distributing) 


The Company has estimated the depreciation 
charge which would be required if the 
average depreciable plant for the year were 
valued at its replacement cost, and the cost 
of sales (manufacturing and distributing) on 
the basis of replacement cost. These esti- 
mates are presented below. 


(millions of dollars) 


December 31, 1977 December 31, 1976t 
At estimated At estimated 
Historic replacement Historic replacement 
cost cost cost cost 
$8,171 $12,220 $7,324 $10,489 
269 2 289 306 306 
8,440 12,489 7,630 10,795. 
Zoe 4,316 PAWN) 3,608 
6,068 8,173 5,520 7,187 
360 708 336 659 
39 39 35 35 
399 747 371 694 
209 439 195 396 
190 308 176 298 
$6,258 $ 8,481 $5,696 $ 7,485 
$ 225 $ 232 $ 227 $ 235 


Bell Canada stresses that it would be incor- 
rect to assume that net income as reported 
in the historic cost financial statements can 
be adjusted by the additional depreciation 
expense of $191 million ($167 million — 1976) 
to produce a more meaningful measure of 
income. The major portion of the increase in 
cost of sales (manufacturing and distributing) 
is due to the increase in depreciation 
expense. In addition to these adjustments, 
the following factors would have to be 
considered: 


i) The estimates do not cover all assets, 
liabilities, revenues and expenses and 
therefore the estimates are incomplete. 
The effects of these additional elements 
would have to be included in the measure- 
ment of income. 


ii) The estimates of replacement cost assume 
a mix of plant and technology which is 
different from the plant in place. If the 
assumed plant and technology were in 
place, operating and maintenance cost 
savings would be realized and additional 
revenues would probably be generated 
since the newer plant has greater service 
Capabilities. In the opinion of manage- 
ment, such cost savings and additional 
revenues would be significant in total. It is, 
however, not possible at this time to 
estimate them with reasonable accuracy. 


These factors together with others such as 
the cost of additional financing, if necessary, 
and income tax considerations, make it 
misleading to recalculate net income. 


Depreciation expense: 
Telecommunication property 
Manufacturing and distributing property 


Cost of sales (manufacturing and distributing) 


(millions of dollars) 


Year 1977 Year 1976T 
At estimated At estimated 


Historic replacement Historic replacement 
cost cost cost cost 
$449 $628 $404 $559 

32 44 27 39 
$481 $672 $431 $598 
$874 $891 $789 $807 


Replacement cost estimation procedures 


In the case of telecommunication property 
where there have been significant techno- 
logical improvements, the Company assumed 
that productive capacity would be replaced 
with the most modern technology that could 
be justified in terms of the foreseen demand 
for the services. For this reason, latest tech- 
nology was not assumed to replace all 
existing Capacity. 


The specific method used to develop replace- 
ment cost data was tailored to the charac- 
teristics of the assets being evaluated, 

as follows: 


Central office equipment — current acquisi- 
tion cost of equipment used to meet currently 
foreseen demand. The equipment replace- 
ment pattern that was assumed provides for 
slightly more than half of Bell Canada’s 
subscribers to be served by the most tech- 
nically advanced electronic switching sys- 
tems, as opposed to slightly more than 14% 
(10% — 1976) that are currently served in 
this manner. 


Outside plant — current construction cost per 
conductor mile. 


Station equipment — current acquisition cost 
per unit. 

Buildings — current construction cost per 
square foot of space. 

Tools and vehicles — current acquisition cost 
per unit. 

In the case of manufacturing and distributing 
property, replacement costs were estimated 
by using current acquisition costs or indices 
specifically developed for several major 
categories. Present business conditions, 
current technology and the Company's normal 
approach to replacement of capacity were 
assumed. 

Replacement cost of inventories was esti- 
mated to reflect current cost of material, 
labour and expense. 

Both the historic and the replacement cost 
data include assets held under capital leases 
as defined in note 1 of the Notes to the 
Financial Statements. 

Depreciation expense was estimated based 
on the average replacement cost for the year 


t Restated — see note 2 


of the depreciable assets. The depreciation 
charge was calculated on a straight line basis, 
using the same useful lives for the assets as is 
used in the historic cost financial statements. 
Cost of sales (manufacturing and distributing) 
was estimated on the basis of replacement 
cost by adjusting historic cost for the increase 
in costs between the time of manufacture 

and the time of sale. 


19. Reclassification 


Certain figures of 1976 have been reclassified 
to conform with the presentation adopted in 
the current year. 


20. Subsequent events 


a) On January 5, 1978, Bell Canada sold U.S. 
$200,000,000, principal amount of 9% 
Debentures, series DE, due 2008 for an 
aggregate sum of U.S. $198,250,000. 


On December 14, 1977, the government of 
the Kingdom of Saudi Arabia announced 
its decision to award a contract for the 
extension, modernization, operation and 
maintenance of the Saudi Arabian Tele- 
phone system to a consortium consisting 
of Bell Canada, Philips of the Netherlands 
and L. M. Ericsson of Sweden. On January 
25, 1978, Bell Canada signed a separate 
five-year contract, having an estimated 
value of 3.4 billion Saudi Riyals, equivalent 
to approximately $1.1 billion, with the 
Ministry of Posts, Telegraphs and Tele- 
phones of the Kingdom of Saudi Arabia for 
the operation and maintenance of the 
telephone system in the Kingdom and for 
the construction of certain facilities and 
the procurement of specific materials and 
supplies relative to this telephone system, 
principally motor vehicles and a computer. 


Bell Canada will require extensive support- 
ing services in Saudi Arabia in connection 
with its performance of this contract, and 
for this purpose has retained established 
business concerns in Saudi Arabia to 
provide such services. These concerns will 
be compensated by Bell Canada in 
amounts aggregating approximately 8% 

of the gross proceeds of the contract. 
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For purposes of the contract signed with the 
Ministry, Bell Canada furnished to the 
Kingdom of Saudi Arabia a performance 
guarantee of 168.4 million Saudi Riyals 
equivalent to approximately $53 million. 


Subsequent to the signing of the contract, 
Bell Canada has received an advance 
payment of 673.5 million Saudi Riyals, 


This advance will be applied against gross 
payments due to Bell Canada over the life 
of the contract. Bell Canada has furnished 
an additional guarantee in an amount 
which will be equal to the balance of the 
advance payment. 


At December 31, 1977 one Saudi Riyal was 
equivalent to approximately Can. $0.3131. 


equivalent to approximately $211 million. 


Bell Canada 


Summarized Income Statement — Non-Consolidated (Note 1) 


(thousands of dollars) 
Year 1977 Year 1976F 


Operating revenues 


L.OGal SEIVICE cr Area Ris renee aah ae oa Ghee ens ae ee ee $1,107,640 $ 990,259 
Long distancesServ Ce ete ce ccscoee tere etree eee eee nn eee 970,453 867,679 
Miscellaneous — Netins.c.1ercier cl entororate en cckesevostecerade mee ee eens 55,322 45,986 
Total OperatingireVenueSia eee et ee ee eee ae: 2,133,415 1,903,924 
Operating "Ox PeNnSesivic.we... cee sect heen eee ee eee 1,572,495 1,367,677 
Net-operating revenues: 1s tae eee ae 560,920 536,247 
Other income 
Dividends — from:subsidiary ‘compani€S@...c..2-ee ee 19,637 16,1te 
— fromzassociatedvcOmpanics 2.5 ey tee es 7,362 6,971 
Interest charged to COnStructiOnie.se tte ce eens 15,683 14,734 
Miscellaneousé:::.,...cs Acker aunt ee ie tae te ek ee ce ee 10,279 25,350 
Total other income... Ae ee ee ee 52,961 65,227 
Income-before- underlisted: itemS yy. 613,881 601,474 
Interest=Charges ors yscsccok sect eaters ee ee 202,393 1775285 
income ‘before income:taxes..... oe ee 411,488 424,189 
IMOCOME=TAXOS ree ee, tay anc Sa ee se ee 178,593 185,696 
NOt in COM 52ers oko Lose ee ee 232,895 238,493 
Dividendsion preferred sharésinw. 2) tee ee 31,534 28,847 
Net income applicable to common shares ...................cccccccceeeeceeeeeeee $ 201,361 $ 209,646 
Earnings per COMMON Share® ooo... cccccccccesseccceccccccessecceessssceceesnecs $4.73 $5.23 
Assuming full conversion of convertible preferred shares 
and; for 1976, exercisesofi warrants: ee ee $4.68 $4.96 
Dividends declared per common Share ...................cccccccsccceeessscceeeseees $4.08 $3.58 
*Based on average common shares outstanding (thousands) .......... 42,554 40,106 


t Restated to reflect change in accounting for leases. 


Bell Canada 


Summarized Balance Sheet — Non-Consolidated (Note 1) 


(thousands of dollars) 
December 31 December 31 


1977 1976 
Assets 
Telecommunication property — at cost 
Buldinds plantancnequipinent tas. ste eet se ee ee eae $7,691,786 $6,875,569 
Fess sAccumulaiededepreciatiOninusa eas + ncrncect eee ee ee 2,266,382 2,013,466 
5,425,404 4,862,103 
Fandsancdiplantunder construction «cstett sa fee 254,875 295,610 
MaternalbanGesupplicsaianmpueede sect e tere tin etre mick 97,190 100,424 
5,777,469 Doon 
Investments — at cost 
SUDSICIaLVeECOM Pal liGS 1. emis ante te ene sk SE take 212,431 215,563 
ASSOCI ALCO {COMPA eSuriat entree rer ee en, Sue ee Pe 5 aL ee 107,971 107,971 
320,402 323,534 
GUITENLCASSELS rane eet eee en ee ee Ser hin icra emcee eet 287,910 346,223 
DOTOMednChalQeSya ante te eee, ee REI si ines sitter aetna 37,623 28,295 
TOA ASSCISt artes as ttt, APRA Eo hea ic csc eters Ame oder $6,423,404 $5,956,189 
Liabilities and shareholders’ equity 
Shareholders’ equity 
Capital stock 
Prerenred ‘shares: ce ere ee ken eo ae eee $ 356,492 $ 376,997 
CEMIMONSSHALeS aetna deere. cc, Se eee eee 1,094,008 1,015,509 
Premium on capital stock ..........0.0...... ee be Seale ena seca cas eet 527,143 460,878 
Retainedtearnings: 46. eae ea BGs Re ee 682,748 658,213 
2,660,391 Peo lab tere Ve 
HONGULEIIN COD teint cere C Gate OM a Nae ria Cue eee 2,497,159 2,314,259 
GURL EME HADINTIOS seit eee tte ees meee gs hac ale el eens soa my eee 485,190 455,191 
Deferred credits 
INCOME TAXES carat ee ee ae 5 ee te etme tion 758,969 656,204 
ORS Gite FO ee os Pele be ass en eet A ee 21,695 18,938 
780,664 675,142 
Total liabilities and shareholders’ equity ..................0.0.......0. $6,423,404 $5,956,189 


t Restated to reflect change in accounting for leases. 
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Bell Canada 


Summarized Statement of Changes in Financial Position 


Non-Consolidated (Note 1) 


Source of funds 
Operations 
NOt TIAGO cee ee eee es 
Items not affecting current funds — 
Depreciation: .2....ct:ceecs see x. cos ete eee eee etre a ee meters 
Interest chargedMorconStnuCliOn) snes cee eee 
Other— met acini ies i ree ees eee ner epee eee ee eee 
Total from Operations ve. c.crilreet one nane-b-- ccnereeeeene sea eenee eres 
Proceeds from: long term GeDt ss cenecncs sceettne. soot test oce-cmepesseasseces te 
Proceeds from issue of Bell Canada common shares 
UPON EXerciSe-Of WallantG=ce 2... -.....cess ce essary eee eevee uae aiaes 
Proceeds ftromipreterred: Snares =.....0......-.ucteseeeeemsternar se somes eeese ee 


Issue of common shares upon conversion of 
convertible preferred -shares -..0......cccs.cc- gate eee 


MisCellam@OUs otenvatncieciedestecet Sdecwarecl nurosoetaane deeceeemasenees eae nacaenaaeer 
Decreasevin- Working: Capital.) 2. pco,< oo sone ee eect 


Disposition of funds 
Capital expenditures — 
Gross capital expenditures: .....22:...tasne cancer ree ate eee eee 
Deduct:-charges not requiring fUNdS) 0.03 eee ee 
Increase (decrease) in material and Supplie€S ............... cc ceeeeeeeeee 


Net “OxXPeONGitures 9 cielo nd ee tiectecaccnncorcserer ceecees ae ee ee 
DIVIDENAS. sezciennteosssddles wart tee sxaectedetameae teenns eee eS een eee eee eee 
Reduction of long termidebt aii essence cee eee eee 
Acquisition “of. investments @..5)s0. os cece eee tee antes eee 
Conversion. of preferredsshares ©..0.....20 nee eee 
MisCellaneOus .cceicarcsies eben decussate ene ene eee 


t Restated to reflect change in accounting for leases. 


Auditors’ Report 
The Shareholders, Bell Canada 


(thousands of dollars) 


Year 1977 


$ 232,895 


427,853 
(15,683) 


110,020 


755,085 
255,204 


118,607 


$1,253,516 


$ 951,079 
(14,703) 


(3,234) 


933,142 


14,090 


$1,253,516 


Year 1976f 


$ 238,493 


385,410 
(14,734) 
94,438 


703,607 


251,663 


763 
68,248 


34,655 
11,608 
137,453 


$1,207,997 


$ 901,324 
(25,221) 
27,567 

903,670 
172,816 
93,145 
1,670 
34,684 
2.012 
$1,207,997 


We have examined the consolidated balance sheets of Bell Canada as at December 31, 1977 and 
1976 and the consolidated statements of income, retained earnings, premium on capital stock 
and changes in financial position for the years then ended. Our examinations were made in 
accordance with generally accepted auditing standards, and accordingly included such tests 
and other procedures as we considered necessary in the circumstances. 


In our opinion, these consolidated financial statements present fairly the financial position 
of the Company as at December 31, 1977 and 1976 and the results of its operations and the 
changes in its financial position for the years then ended in accordance with Canadian 
generally accepted accounting principles applied (after giving retroactive effect to the change, 
which we approve, in the method of accounting for leases as referred to in note 2) ona 


consistent basis. 


Touche Ross & Co. 
Chartered Accountants 


Montreal, Que. 
February 15, 1978 


Bell Canada 
and Subsidiary Companies 


Summary of Operations 


(thousands of dollars) 


Year ended December 31, 


1977 1976T 1975t 1974tT 1973T 
Operating greVenUCS a $2,318,436 $2,056,684 $1,790,971 $1,549,457 $1,364,158 
O©peratinguexpenSesmeeme sre enn ene 1,708,534 1,4795379 1,264,480 1,087,919 936,781 
Net operating revenues 2.0... 609,902 577,305 526,491 461,538 427,377 
Sales revenues — manufacturing See ere oe ae 
VOC) CHS TMOWIO) o.nccccanstieooonsoncbesnanctanatenssassee 1,241,451 1,101,874 1,020,715 972,226 613,772 
Cost of sales ..... ... Ee eee en ie nies Y 874,265 789,061 738,133 720,765 452,996 
Selling, general, administrative and 
OUNEIBEXDENSESw merece ce eee eee 229,079 183,582 155,504 144,299 99,278 
Net sales revenueS ooo occcceeecceeess 138,107 129,231 127,078 107,162 61,498 
Total net revenues oo... eee 748,009 706,536 653,569 568,700 488,875 
Otherzincome ys. ee at eee tee ee a ee 42,690 56,560 38,258 29,743 27,467 
Income before underlisted items ............ 790,699 763,096 691,827 598,443 516,342 
Interest charges) awe... ent eee 221,825 196,296 179,860 148,035 129,279 
INCOME. taXeS iene) soci c ten a sue een ener ee eae 249,334 251,645 232,064 224,040 190,503 
Minoritysintenest? care nee ete ene ees 33,332 PH ThE 13,441 2239 (3,135) 
504,491 475,712 425,365 374,310 316,647 
Income before extraordinary items .......... 286,208 287,384 266,462 224,133 199,695 
Extraordinanvaltei Smee senna eee 2,367(a) 2,188(a) 50,578(b) _ 5,396 
Net?incomeyrr ere ce tre were. 288,575 289,572 317,040 224,133 205,091 
Dividends on preferred shares .................... 31,534 28,847 24,845 17,594 14,020 
Net income applicable to common shares $ 257,041 $ 260,725 $ 292,195 $ 206,539 $ 191,071 
Earnings per common share * 
— before extraordinary items .................. $5.98 $6.45 $6.19 $5.56 $5.03 
=—extraordinary [ems =) tees. oes $0.06 $0.05 $1.30 — $0.14 
— after extraordinary items 20.00.0000... $6.04 $6.50 $7.49 $5.56 $5.17 
Assuming full conversion of convertible 
preferred shares and for 1976 and 
1975 exercise of warrants 
— before extraordinary items .................. $5.80 $5.97 $5.87 $5.34 $4.86 
— extraordinary itemS ...........c $0.05 $0.04 Saale = $0.13 
— after extraordinary items .................... $5.85 $6.01 $6.99 $5.34 $4.99 
Dividends declared per common share ..... $4.08 $3.58 $3.44 $3.12 $2.85 
* Based on average common shares 
Ouistanaginga(thCUSalCS) eens eer 42,554 40,106 38,998 37,128 36,931 
The effect on sales, consolidated net 
income and earnings per common 
share(1) resulting from the discontinua- 
tion in 1975 of the semiconductor 
business of a subsidiary of Northern 
Telecom Limited is as follows: 
Sales — manufacturing and distributing 
ContinuingGroPeratlonS see eer $1,015,865 $948,514 $597,821 
Discontinued operations ..........000..0...0....... 4,850 PLN 15395) 
$1,020,715 $972,226 — $613,772 
Consolidated income 
GontinuinGroperationSwe. 2. ee $ 267,983 $231,698 $205,711 
Discontinued operations ............................ (3,950) (7,565) (6,016) 
Extraordinary items .............0.ccceceeeeeeees 53,007 = 5,396 
NGHINCOMEM sem sie ttn cot nen ceed ie $ 317,040 $224,133 $205,091 
Earnings per common share(1) 
Continuing operations 9.00... $ 5.90 $ 5.52 $ 5.01 
Discontinued operations |... $(0.09) $(0.18) $(0.15) 
Extraordinary items,.....0..4.5-00.-e eee $ 1.18 -- $ 0.13 
$ 6.99 $ 5.34 $ 4.99 


(1)Assuming full conversion of convertible preferred shares and exercise of warrants. 


t Restated — see note 2. 
(a)Utilization of prior years’ tax losses of a subsidiary. 


(b)Consolidated gain of $53,007,000 from the sale by Bell Canada of common shares of Northern Telecom Limited 
less provision of $2,429,000 for the costs of terminating the semiconductor business of a subsidiary of 


Northern Telecom Limited. 
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Management’s Discussion and Analysis 


of Summary of Operations 


Operating revenues 

Operating revenues rose $261.8 million or 
12.7% in 1977 and $265.7 million or 14.8% 
in 1976, reflecting the effect of rate awards 
and increased demand for local and long 
distance telecommunication services. The 
lower percentage increase in 1977 as com- 
pared to the previous year reflects the lower 
rate of growth for demand in telecommunica- 
tion services throughout the year, as a result 
of the slow rate of growth of the Canadian 
economy. 


Bell Canada received rate awards effective 
August 1975, January 1976 and June 1977, 
which have been estimated at approximately 
$31 million, $71 million and $152 million, 
respectively on an annualized basis. The 
impact of the June 1977 rate award in the 
year 1977 is estimated at approximately 

$85 million. Application for a further rate 
increase was filed by Bell Canada on 
February 1, 1978. 


The number of long distance messages in- 
creased to approximately 588 million in 1977, 
from 556 million in 1976, and 517 million in 
1975, or increases of 5.8% in 1977 and 7.5% 
in 1976. Miscellaneous revenues increased 
$25.7 million or 23.5% in 1977 and $23.8 
million or 27.7% in 1976 reflecting primarily 
increased revenues from directory operations. 


Operating expenses 

Operating expenses increased $229.2 million 
or 15.5% in 1977 and $214.9 million or 17.0% 
in 1976. Approximately half of these increases 
were employee-related expenses (salaries, 
pensions and other benefits) which have in- 
creased as a result of higher wage rates and 
growth in the business. In addition, demand 
for telecommunication services necessitated 
increases in investment in depreciable plant 
in service (percentage increases were 11.8% 
in 1977 and 11.5% in 1976) which resulted in 
increased depreciation of $45.1 million or 
11.2% in 1977 and $47.1 million or 13.2% 

in 1976. 


Maintenance expense increased $65.8 million 
or 20.2% in 1977 and $38.1 million or 13.2% 
in 1976 primarily because of higher wage 
rates coupled with increased work volumes. 


Net sales revenues — manufacturing 

and distributing 

Sales revenues rose $139.6 million or 12.7% 
in 1977. Of this increase, $80.5 million was 
attributable to higher U.S. sales resulting 


* Denotes Trademark 


primarily from the contribution ($38.5 million) 
of Cook Electric Company, acquired in De- 
cember 1976, and higher volume, principally 
SL-1* business communications systems. 
Sales attributable to manufacturing opera- 
tions outside North America accounted for 
$27.7 million of the increase. Total Canadian 
sales increased $31.4 million despite a $10.9 
million decline in distribution sales. The 
volume of manufacturing sales in Canada was 
relatively flat primarily because of the slow 
growth of the Canadian economy. 


In 1976, total sales revenues increased $81.2 
million or 8.0% from 1975. This increase was 
due principally to higher prices and to higher 
volumes of switching, cable and subscriber 
equipment products, somewhat offset by 
lower volume of transmission products. 


Costs of sales increased $85.2 million in 1977 
or 10.8% and $50.9 million in 1976 or 6.9%. 
These increases were mainly attributable to 
increased sales and to the impact of inflation 
on the costs of purchased materials, labour 
and overhead. Productivity improvement 
programs and price increases offset the 
above factors and improved gross profits 
expressed as a percentage of sales from 
27.7% in 1975 to 28.4% in 1976 and 29.6% 
in 1977. The 1977 gross profit was adversely 
affected by the deferral in Canada of price 
increases from February 1 to April 1, 1977 
under an agreement with the Canadian 
Federal Anti-Inflation Board. 


Selling, general and administrative expenses 
of $160.6 million in 1977 increased to 12.9% 
of sales from $121.8 million in 1976 or 11.1% 
of sales and from $104.7 million in 1975 or 
10.3% of sales. These increases were mainly 
attributable, in order of relative importance, 
to higher compensation and benefit costs and 
expansion of the sales and marketing organi- 
zation particularly in the U.S. Also, Cook 
Electric’s expenses added $7.7 million in 1977. 


Other expenses, mainly research and devel- 
opment expenses related to manufacturing 
operations, were $68.5 million in 1977 com- 
pared to $61.8 million in 1976 and $50.8 
million in 1975, or increases of $6.7 million in 
1977 and $11 million in 1976. These increases 
reflect Northern Telecom Limited’s develop- 
ment program for digital and semiconductor 
technologies and the repeal in 1976 of the 
Canadian Industrial Research and Develop- 
ment Incentives Act under which Northern 
Telecom Limited received $4.4 million in 1975. 


Other income 

Other income decreased by $13.9 million in 
1977 compared to 1976. This decrease is 
primarily due to lower interest income result- 
ing mainly from a decrease in temporary 
cash investments. Other income increased 
by $18.3 million in 1976 compared to 1975, 
primarily because of higher interest income 
resulting mainly from increased temporary 
cash investments. 


Interest charges 

Interest charges increased 13.0% in 1977 and 
9.1% in 1976, due to interest expense on 
additional debt issued to finance part of the 
Capital expenditures and, to a lesser extent, 
the effect of refunding matured debt at higher 
interest rates. Also contributing to the in- 
crease in 1977 was the higher rate of ex- 


change on interest payable in U.S. funds. The | 


average embedded cost of debt (on a con- 
solidated basis) was 7.9% in 1977 compared 
to 7.6% in 1976 and 7.4% in 1975. 


Minority interest 
Minority interest increased $5.6 million in 
1977 and $14.3 million in 1976. The 1977 


increase is primarily attributable to higher 
consolidated earnings of Northern Telecom 
Limited. The major contributing factor for the 
1976 increase was the sale by Bell Canada in 
October 1975 of approximately 20% of the 
outstanding common shares of Northern 
Telecom Limited by way of a public offering, 
coupled with increased consolidated earnings 
of Northern Telecom Limited. 


Extraordinary items : 
The extraordinary gains of $2.4 million in 
1977 and $2.2 million in 1976 represent a 
reduction of income taxes arising from the 
utilization of prior years’ tax losses of a sub- 
sidiary. In 1975, Bell Canada realized an 
extraordinary gain, net of income taxes of 
$14 million, of approximately $53 million (on 
a consolidated basis) from the sale of 
5,250,000 common shares of Northern 
Telecom Limited. In 1975, there was also an 
extraordinary loss of $2.4 million, net of in- 
come taxes and minority interest, repre- 
senting a provision for costs of terminating 
the semiconductor business of a subsidiary. 
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Price Ranges and Dividends Paid — Common and Preferred Shares 


Price Ranges (a) 


1st Quarter 2nd Quarter 3rd Quarter 4th Quarter 


1977 
Common (b) $493 $46% $53 $48% $56 $525 $56% _ $525% 
$3.20 Preferred $49 $47 V2 $52% $48% $55% $53 $56¥% $52% 
$3.34 Preferred 49% 47 53 48% 56 V2 03% 56% 53 
$4.23 Preferred 50% 48V2 545 49% owe 53 V2 56 V2 53% 
$2.28 Preferred 27% 26 29 262 29% 28Ve 30% 29% 
$2.25 Preferred 26% 25% 29% 26% 30% 285 30% 292 
$1.80 Preferred 21% 20% 23 20% 2348 22 V2 23% 22% 
1976 
Common $47 % $427 $48% $44% $51¥% $47% $50% $44% 
$3.20 Preferred $47 $43 $47% $45% $51 $47% $50 $45% 
$3.34 Preferred 47% 44% 48% 45 51 47% 50% 45% 
$4.23 Preferred 502 47% 50V2 48% 52% 49% 52 V2 46% 
$2.28 Preferred 2/ 252 27% 25 V2 272 26 28 24% 
$2.25 Preferred 26 24% 26 24% 26 25 26% 24% 
$1.80 Preferred — _ — — — — 20% 19% 
Dividends Paid 
Common Shares 

1977 $0.93 $1.02 $1.02 $1.02 

1976 $0.86 $0.86 $0.86 $0.93 


Preferred Shares 
The indicated rates are annual rates and dividends have been paid quarterly since dates of issue. 


(a) The table shows market prices on the Toronto Stock Exchange. The common and preferred shares are also 
listed on the Montreal and Vancouver Stock Exchanges in Canada. The common shares are also listed on the 
Stock Exchanges of Amsterdam, Basle, Brussels, Dusseldorf, Frankfurt am Main, Geneva, London, New York, 
Paris and Zurich. 

(b) Bell Canada common shares have been listed on the New York Stock Exchange since August 18, 1976. High 
and low prices (U.S. dollars) were $53% and $45%, respectively, during the year ended December 31, 1977. 


Officers* 


Chairman of the Board and General Counsel 
Chief Executive Officer Guy Houle 
A. Jean de Grandpré, Q.C. 

Secretary 
President James T. Moore 
James C. Thackray 

Treasurer 
Executive Vice-Presidents J. Stuart Spalding 


J. V. Raymond Cyr 
Quebec Region 
Frederick E. Ibey 
Operations 
Gordon E. Inns 
Ontario Region 
Orland Tropea 
Administration, 


Vice-Presidents 
Wilfred D. E. Anderson 
Operations Development 
Harry Bowler 
Finance 
J. Robert Brilé 
Operations Staff, Quebec Region 
Robert W. Crowley 
Toronto Area 
Claude Duhamel 
Administration, Quebec Region 
John H. Farrell 
Regulatory Matters 
Charles A. Harris 
Public and Environmental Affairs 
George L. Henthorn 
Comptroller 
W. Brian Hewat 
Operations Performance 
John A. McCutcheon 
Marketing and Development 
Andrew M. McMahon 
Computer Communications 
Léonce Montambault 
Montreal Area 
Harry Pilkington 
Personnel 
Hubert A. Roth 
North/East Area 
Claude St-Onge 
Quebec Provincial Area 
John E. Sinclair 
Systems 
John E. Skinner 
Administration, Ontario Region 
R. Douglas Sloane 
Business Development and Network 
Services © 
John F. Stinson 
Operations Staff, Ontario Region 
Robert N. Washburn 
South/West Area 


*as at December 31, 1977 


39 


Directors 


W. M. Vacy Ash, O.C. 
Toronto, Ontario 
Company Director 
Board member since March 10, 1966 
Resigned April 19, 1977 


Marcel Bélanger, O.C., C.A. 
Quebec, Quebec 
Partner, Bélanger, Dallaire, 
Gagnon & Associés 
Board member since March 20, 1969 


G. Allan Burton, D.S.O., E.D. 
Milton, Ontario 
Chairman of the Board and 
Chief Executive Officer, 
Simpsons, Limited 
Board member since May 23, 1974 


A. Jean de Grandpré, Q.C. 
Outremont. Quebec 
Chairman of the Board and 
Chief Executive Officer, 
Bell Canada 
Board member since July 26, 1972 


J. Douglas Gibson, O.B.E. 
Toronto, Ontario 
Chairman of the Board, 
The Consumers’ Gas Company 
Board member since March 25, 1970 


H. Clifford Hatch 
Windsor, Ontario 
President and Chief Executive Officer, 
Hiram Walker-Gooderham & Worts Limited 
Board member since April 9, 1974 


Helen S. Hogg, C.C. 
Richmond Hill, Ontario 
Professor Emeritus, 
University of Toronto 
Board member since March 21, 1968 


James W. Kerr 
Toronto, Ontario 
Chairman and Chief Executive Officer, 
TransCanada PipeLines Limited 
Board member since August 26, 1970 


Paul H. Leman, O.C. 
Outremont, Quebec 
Vice-Chairman of the Board, 
Alcan Aluminium Limited 
Board member since April 20, 1976 


John C. Lobb 
Singer Island, Florida 
Chairman, John C. Lobb & 
Associates, Inc. 
Board member since October 24, 1973 
Resigned December 31, 1977 


E. Neil McKelvey, Q.C. 
Saint John, New Brunswick 
Partner, McKelvey, Macaulay, 
Machum & Fairweather 
Board member since April 3, 1973 


*as at December 31, 1977 


40 


John H. Moore 
London, Ontario 
Chairman of the Board, 
Brascan Limited 
Board member since March 10, 1966 


J. Dean Muncaster 
Toronto, Ontario 
President, Canadian Tire Corporation, 
Limited 
Board member since April 19, 1977 


Gérard Plourde 
Montreal, Quebec 
Chairman of the Board and 
Chief Executive Officer, 
UAP Inc. 
Board member since January 1, 1973 


Louis Rasminsky, C.C., C.B.E. 
Ottawa, Ontario 
Company Director 
Board member since September 26, 1973 


The Hon. John P. Robarts, P.C., C.C., Q.C. 


Toronto, Ontario 

Member of Stikeman, Elliott, 
Robarts & Bowman 

Board member since June 23, 1971 


H. Rocke Robertson, C.C. MD: 


Mountain, Ontario 
Company Director 
Board member since July 8, 1965 


Lucien G. Rolland 
Westmount, Quebec 
President and General Manager, 
Rolland Paper Company, Limited 
Board member since July 8, 1965 


Robert C. Scrivener 
Montreal, Quebec 
Chairman of the Board and 
Chief Executive Officer, 
Northern Telecom Limited 
Board member since November 1, 1967 


James C. Thackray 
Westmount, Quebec 
President, Bell Canada 
Board member since April 20, 1976 


Louise Brais Vaillancourt 
Outremont, Quebec 
Company Director 
Board member since January 1, 1975 


Committees of 
the Board of Directors * 


Executive Committee 
. J. de Grandpré — Chairman 
. H. Leman 

H. Moore 

. Plourde 

Rasminsky 
. R. Robertson 
. C. Scrivener 

C. Thackray 


SCDITLOo& VY 


Audit Committee 

. Bélanger — Chairman 
. C. Hatch 

E. N. McKelvey 

J. H. Moore 

L. B. Vaillancourt 


<= 


Management Resources and 
Compensation Committee 
J. W. Kerr — Chairman 
M. Bélanger 
G. A. Burton 
J. D. Gibson 
H. C. Hatch 


Pension Fund Policy Committee 
L. G. Rolland — Chairman 
J. D. Gibson 

. C. Lobb 

. N. McKelvey 

. D. Muncaster 

. Rasminsky 

. P. Robarts 


Qf fle 


Social and Environmental 
Affairs Committee 

H. S. Hogg — Chairman 

A. J. de Grandpré 

J. P. Robarts 

H. R. Robertson 

J. C. Thackray 

L. B. Vaillancourt 


Statistical Summary 


Bell Canada — Consolidated Data 1977 1976 OS 1974 1973 
Income Statement Items (thousands of dollars) t 
CheerainGeheVeMUCSim me mete sth ten A iia pei aR OL pect el caoe Games $2,318,436 $2,056,684 $1,790,971 $1,549,457 $1,364,158 
Sales revenues — manufacturing and distributing .............. 1,241,451 1,101,874 1,020,715 972,226 Clsowane 
incomesbelore extraordinary items. .....¢.45+..-6eaees ees ses 286,208 287,384 266,462 ZOANGS 199,695 
NIG WCC 2, a: 54.6.5) SRR ee Rte aE rene aca ane Sa 288,575 289,572 317,040 22ZANSS 205,091 
FOTO MC CCIVIC EMC Sur x i s-srste Oh: ayia y ecanuer men Gee etd Stel eeatal Stead fener dette ar 31,534 28,847 24,845 17,594 14,020 
Net income applicable to common shares ..................00. 257,041 260,725 292,195 206,539 191,071 
Balance Sheet Items (thousands of dollars) T 
OAM NODS Nast ee OSs oe ee ee EOE $6,258,569 $5,695,904 Som e2 allt $4,630,081 $4,088,948 
ETO MIC CMC CUE: cami tee |... See bd eat cts haces cots aceon aus aloo 356,492 376,997 343,211 332,002 248,988 
CORMMONM SCM a ieee eee eee es ee eee tee ene nay ae ee ee 2,518,978 2,296,427 Pani \ehq| AAS) 1,869,444 1,767,388 
ITO MVM CONC Stuart nec. oats shies disessarch cele elon uate ees 195,457 161,143 128,315 42,440 42,314 
Eongnenmcdebt™~ (includingiicurrent portion) 2. ....5.....40--.-- 2,758,346 2,567,328 DV (ni7e Pe PPY NOL Ueki 
eee MDOT HULOS fe 55. a. sal Ss cae Ee ase ke anand geod wae 1,046,987 995,597 901,923 882,064 616,615 
Common Share Datat 
Earnings per common share 
=before extraordinary items: .........02..6..0e00eeeee ees $5.98 $6.45 $6.19 $5.56 $5.03 
santemextraordinany Items)... .sinss6sema-s scene ee ses ancec $6.04 $6.50 $7.49 $5.56 eHS1 1 7 
Assuming full conversion of convertible preferred shares 
and exercise of warrants (1) 
SDC Olenexthaondinany. tOmMS 22a. 1. ances see Sobel eee $5.80 $5.97 $5.87 $5.34 $4.86 
SrAteleeXtraOndimanyltMS sas sacra ain elee cisco oiler eae $5.85 $6.01 $6.99 $5.34 $4.99 
DI ViGdenasiOcmeCOMMON SHANE. s «9. .cs.06 oo cs ine clan oes lee smears $4.08 $3.58 $3.44 $3.12 $2.85 
Memmrmerme OM MOM: SHANE. ¥s ico ie. e55s-e ties OSrs ka eRe Dele s be au ale $57.56 $56.53 $53.85 $50.07 $47.77 
Average common shares outstanding (thousands) .............. 42,554 40,106 38,998 37,128 36,931 
Per cent of common shares held in Canada* .................. 93.9 96.7 97.9 96.0 96.0 
Number of shareholders (including preferred)* ................ 221,224 225,457 231,689 230,630 237,458 
Bell Canada — Non-Consolidated Data 
Income Statement Items (thousands of dollars) T 
@PeAtINGMeVEMUCS 47 ohne see el oR aks one Se,a Sekine eee ee eee $2,133,415 $1,903,924 $1,665,870 $1,440,123 $1,275,204 
O@penalingcexPeNnSeS 2a. aac6 Kaeive es cuts cota t ernie oe ne euehalre aed 1,572,495 i, 30%, O40 1,171,624 1,007,256 872,979 
OUNCTMINCOMCar er tie oe saree ov aie wre eau, Sie en yee teem stereos 52,961 65,227 53,340 44,630 39,278 
ImlehestaChalrGeSr pn wot noe sss vswc etree nc Gore mete ehaetahetnts Sic 202,393 177,285 160,934 131,688 116,805 
IMCOMMERCAX CS teen ory ravens Giorno ieee eee as ctier Solel me pee OES Ra henge 178,593 185,696 173,918 160,802 149,468 
IncomembeforerextraordinaryaitemS 2m. scl oo as 232,895 238,493 212,734 185,007 S280 
ING tai COM) Caters Mesias ee cht, bo coe etree D sha ape eo tometer overs Ges 232,895 238,493 305,331 185,007 180,626 
Rermcenteretunmontotal capital, 2a-i.cvomcrmer-nniarecees racks celal: 8.4 8.7 8.5 8.0 1 
Interest in per cent of total average debtT .................... 7.8 7.5 7.3 6.8 6.5 
iimeseinterest changes eannedit Geao.. cc seve ce eee 3.0 3.4 3.4 3.6 3.8 
Balance Sheet Items (thousands of dollars) f 
lelecommunications propentyij— mets ees aso arnt epee eral $5,777,469 $5,258,137 $4,732,242 $4,280,357 $3,794,873 
IMVESTIME Mt Sete eae eee cocassaretn ache cnwantus woh e eter oetns eeyg Meese ncven Mose tere 320,402 323,534 323,011 343,819 319,674 
PIelertCCReOQUItY = Bom a's agit ohh ins act ia ae eee es oii see ere 356,492 376,997 343,211 332,002 248,988 
COMMON CE OUILY Mis on. ea AA r.n hee ie Mote ego ails Gael ARs nara eeu 2,303,899 2,134,600 2,029,390 1,768,302 1,704,877 
Long term debt* (including current portion) ................... 2,570,030 2,407,133 2,215,095 2,034,094 1,813,498 
Capital exOemamures .¢.socvae ht tie carnal ae oe el oe cusyeie oa G licesedersre 951,079 901,324 815,679 794,109 554,699 
Other Statistics 
MelEDhOneS mT: SerVICe® ha Gus eon cee tse © nals eye eens ees 8,620,229 8,301,433 7,888 581 7,518,505 7,102,308 
HoOCAlIKCONVENSalionss(thOUSANGS) meee mice ie crs ener een 11,522,437 11,064,275 10,560,102 10,390,353 9,849,738 
Eongrdistancemessages: (thouSamds) merrscrreicitets cist neneneeacnene 557,210 S27E O19 490,627 448,438 395,851 
NoumbemoteemploVeese ta acre tee eran ort ero amet tener. 50,350 48,133 44,904 46,484 43,033 
Salary and wage payments (thousands of-dollars)' 50 ..<2..-5. 22% $756,339 $646,379 $561 232 $487,116 $421,841 


(1)For 1976 and 1975 exercise of warrants 
* At December 31 
T Years 1973 to 1976 have been restated — see note 2 


te 


/ TransCanada Telephone System 


Ph» @ 


Bell 
Canada 

1977 Year-end 

Report to 

the Shareholders 


ARO4 


OR WONWNFTMNNrTKOMDKONWNFMNKODOKAVUMNTNORDDOKVUVNTWO ONO 
ROWFMNNKOMDKRONTFMONFTODDDOKAMNTFNORDVDOKAVYNTO OM 
ONPFMNNKODDKONTFMNANTODDRADROKAUMNAFNORDDOKAVUNTNOO 
OFONKFKOMDDKRONTFMONFTOMOK OK DHDOKAUMNTNOORDDOKVUYNTWO 
PFTONrTOMDDKRONFMOANrTOMDDKONORDDOKAUNFNORDVDOMKNYNST 
MAK ODMDDKRONWNFMONrTOCMDDAKRONWTFTNORADDOKVUNTNOOrRDDOKNY 
NKHOMDDKOWFMNNrTODDAKROWFMNFANOKRDDOMKAVUNFNOOrRDDOrAN 
KHODNDDKOWFMNANTrTODDAKRONWFMNAMNTFNORADVBDOKVUNTOOrRDDOrT 
ODDRONETMNNrTODAKONWFMNNKAMNFNORDVDOKAUNYNTFYOOrF ODO 
DOR ONWFTMNNrTOMDDKONWFNNKOKTANTFTNORDDOKVUNTOON OOD 
ODDKONFTMAUNrTOMDDAKRONWTFTONKHAMTFHOORDDOKAVUNTFNOOrRAOADO 
KHODDKROWFTMNANKTKOMDKONWFMAMNTNORDDOKTVUYDNDTFYOOrODOrT 
NKHODDKONFMNNTODDAKOWFMFNOKRADDOKAVUNTOORODDOTKAN 
NAKODDKONWNFMNNTODMDDARONWFNOKRDDWOKAUNTFNOrRDHDOTNMY 
PFONKHODDK ON FMNTOMDDRONOKRDMROKAMNTNORODDOMKNVNYNST 
OPFONKHOMDDKRONTMNANFTOMDR OK ADOKAMNTFTFNOORDBDOKAUNTWH 
ONFTMNKODDADKONFTMNNTODDKABDROrAUMNTNORDDOKANTOO 
ROW FTMNNKODDKONETMNANKOCMRDHDOKAUMNFNORDDOKAVUNTHO OM 
OR ONWFMUNrTOMDDKRONWTMNANFTOMDOKAUNTFNORDDOrKAVUNTOONO 


Canada 


TransCanada Telephone System 


Financial Highlights 


Bell Canada and Subsidiary Companies — Consolidated 


Three months ended 


Twelve months ended 


December 31 December 31 


1977 1976t 1977 1976t 

Earnings per common share $1.67 $1.56 $6.04 $6.50 
Total revenues 

(thousands of dollars) $936,933 $807,811 $3,559,887 $3,158,558 
Net income 

(thousands of dollars) $ 80,690 > fAj276 $ 288,575 $ 289,572 
(Details of consolidated financial results 
are contained in the accompanying statements of 
Income and Changes in Financial Position) 
Bell Canada — Non-consolidated (Regulated) 
Earnings per common share $1.39 $1.24 $4.73 $5.23 
Operating revenues 

(thousands of dollars) $574,016 $494,807 $2,133,415 $1,903,924 
Net income 

(thousands of dollars) $ 68,596 $ 58,095 $ 232,895 $ 238,493 
Capital expenditures 

(thousands of dollars) $240,583 $258,616 $ 951,079 $ 901,324 
Return on average 

common equity 10.60% 9.43% 9.02% 10.06% 
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Financial Results 

Canada’s business climate throughout 1977 
was characterized by a weak economy 

and political uncertainty — factors which 
adversely affected most Canadian busi- 
nesses, including Bell Canada. 


Bell Canada’s 1977 consolidated 
earnings per common share at $6.04 were 
$0.46 lower than in 1976. Net income appli- 
cable to common shares decreased and 
the number of common shares outstanding 
increased. 


Earnings of Bell Canada, the regulated 
telephone company, were $4.73 per 
common share in 1977, compared to $5.23 
in 1976, mainly as a result of a slowing in 
the growth rate of long distance and local 
service revenues throughout the year. 


The non-consolidated return on average 
common equity for 1977 was 9.02 per cent, 
well below the 12 per cent level the regula- 
tors have deemed acceptable. 


On February 1, 1978, the Company 
applied to the Canadian Radio-television 
and Telecommunications Commission for 
approval of increased rates and of a higher 
permissive level of earnings in 1979 in the 
range of 13.5 to 14.5 per cent, which the 
Company believes is necessary to prudently 
finance the business. The Company asked 
for approval to implement the increased 
rates on July 15, 1978 in order to earna 
12 per cent return on average common 
equity in 1978. 
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Bell Canada and Subsidiary Companies 


Consolidated Statement of Changes in Financial Position (subject to audit) 


(thousands of dollars) 


Twelve months ended 
December 31 


Source of funds 


Operations — 
Income before extraordinary item 
Items not affecting current funds — 

Depreciation ae aek wees. eee) 
Deferred income taxes 
Interest charged to construction 
Other — net 

Total from operations 

EraOrdinaryvitteiimyereaie 2)... 54... eke eee ae 

Proceeds from long:termidebt . 225 84... 65 won es: 

Proceeds from issue of Bell Canada common shares 
upon exercise of warrants 

Proceeds from preferred shares 

Proceeds from issues of shares by subsidiaries 
FOMMMIMORtYeSMAreNnOldGrSy. Se oe nud eo es 

Issue of common shares upon conversion of 
convertible preferred shares 

Miscellaneous 

Decrease in working capital 


Disposition of funds 
Capital expenditures — 
Gross capital expenditures 
Deduct: charges not requiring funds 
Increase (decrease) in material and supplies .... 
Net expenditures 
Dividends by Bell Canada 
Dividends by subsidiaries to minority shareholders ... 
Reduction-otsiong term debts. «2 0ee.. ows nee nee 
Acquisition of investments 
Conversion of preferred shares .279)) ......5.5./..- 
Miscellaneous 


Tt Restated to reflect change in accounting for leases. 


1977 1976+ 

$ 286,208  $ 287,384 
480,620 430,858 
116,102 93,011 
(16,193) (15,559) 
38,894 33,462 
905,631 829,156 
2,367 2,188 
293,050 279,965 
118,607 763 
= 68,248 

9,701 11,748 
18,952 34,655 
12,689 32,539 
36,939 106,827 
$1,397,936 $1,366,089 
$1,046,987  $ 995,597 
(13,748) (26,064) 
(2,296) 26,351 
1,030,943 995,884 
207,160 172,816 
10,730 8,600 
88,668 116,780 
34,348 34,582 
18.975 34,684 
7,112 2.743 
$1,397,936 $1,366,089 
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Annual Meeting 

The Annual General Meeting of the Share- 
holders will take place, beginning at 

2:00 p.m., Tuesday, April 18, 1978 at 
Hamilton Place, Hamilton, Ontario. The 
1977 Annual Report, Notice and Information 
Circular, proxy material and Annual 
Meeting admission card will be mailed to 
shareholders beginning March 10. 


Robert John Richardson 


New Director 

In December, the Company announced the 
appointment of Robert John Richardson, 
Sc. D., of Greenville, Delaware to the Board 
of Directors, effective January 1, 1978. 

Dr. Richardson, a Canadian citizen and 
native of North Bay, Ontario, is Chairman 
of Du Pont of Canada and Vice-President — 
Finance of E. |. du Pont de Nemours & 
Company of Wilmington, Delaware. He was 
appointed to fill the Board vacancy created 
by the retirement of John C. Lobb, former 
Chairman of Northern Telecom Inc. 


TransCanada Telephone System 


Finance 

In December, the Company announced its 
intention to issue debentures in the United 
States market and, in early January, 

U.S. $200 million were issued at par at an 
interest rate of nine per cent. The issue, 
Series DE, will mature January 15, 2008. 


Saudi Arabia Contract 

The government of the Kingdom of Saudi 
Arabia announced in December its decision 
to award a multi-billion dollar contract for 
extending its telephone network to a con- 
sortium of companies comprising Bell 
Canada, Philips of the Netherlands and 

L. M. Ericsson of Sweden. 


The combined undertaking is believed to 
be the largest-ever single telecommunica- 
tions project. Bell Canada’s share of the 
gross proceeds will be\more than a billion 
dollars over a five-year period and the 
project is expected to generate some 500 
new jobs for Canadians. 


(AAA 


A. J. de Grandpré, Chairman 
February 3, 1978 
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Bell Canada and Subsidiary Companies 
Consolidated Income Statement (subject to audit) 


(thousands of dollars) 
Three months ended Twelve months ended 


December 31 December 31 
1977 1976tT 1977 1976t 
Operating ROVEMUCS («hen Meme. 8 mo $623,560 $536,182 $2,318,486 $2,056,684 
Operating expenses ................ 447,437 393,797 1,708,534 1,479,379 
Net operating revenues ........... 1768123 142,385 609,902 577,305 
Sales revenues — manufacturing and 
Sirti UI tee. eo a a aleladee ¢ gw ss 313887, e7iG29) 7 1.241,4511 1,101,874 
Cost of sales andexpenses. ........ 279,/66 242,850 1,103,344 972,643 
Net sales revenues ............... 33,607 28,779 1398)107 129,231 
Metalinet revenues ... 2.2... 4.40.26. 209M SOM) 171,164 748,009 706,536 
Other income (charges) 
Interest charged to construction ... . 3,621 4,363 16,193 15}559 
Equity in net income of associated 
EOIMDANICS fot ee ts aa. = 4,090 3,190 13,094 11,705 
MUESCCIIAMEOUS 2 yo er ke os os eee. (1,779) 8,791 13,403 29,296 
Income before underlisted items .... 215,662 187,508 790,699 763,096 
interest Charges 9... 6... eee ees 57,279 5075/35 Papa eyhs) 196,296 
RCN RAK CS ene ee lee ye as 69,754 59,278 249,334 251,645 
NmOtity INtGreSt..... 224.602, - «+ alace 9,002 6,986 Sorco2 PAT eT ATA 
136,035 116,999 504,491 475,712 
Income before extraordinary item ... 79,627 70,509 286,208 287,384 
extraordinary item(1) .... cee we ek. 1,063 767 2,007 2,188 
NELINCOMG. <6) 2c. oe Fick. cgtas 2s 80,690 71,276 288,575 289,572 
Dividends on preferred shares ....... (EELS 8,001 31,534 28,847 
Net income applicable to common 
SUAROS eM ie the yb nae eet ae, $1 Zee S 03,275" 6d) 257.041) aS) 200;725 
Earnings per common share* 
— before extraordinary item ..... $1.64 $1.54 $5.98 $6.45 
—extraordinary item ........... $0.03 $0.02 $0.06 $0.05 
— after extraordinary item ....... $1.67 $1.56 $6.04 $6.50 
Assuming full conversion of 
convertible preferred shares and 
for 1976 exercise of warrants 
— before extraordinary item ..... $1.59 $1.44 $5.80 $5.97 
—extraordinary item ........... $0.02 $0.01 $0.05 $0.04 
— after extraordinary item ....... $1.61 $1.45 $5.85 $6.01 
Dividends declared per common share $1.02 $0.93 $4.08 $3.58 
*Based on average common shares 
outstanding (thousands) .......... 43,733 40,476 42,554 40,106 


(1) Reduction of income taxes arising from the utilization of prior years’ tax 
losses of a subsidiary of Northern Telecom Limited after deducting minority 
interest of $474,000 ($342,000-1976) for the three month period and 
$1,055,000 ($975,000-1976) for the twelve month period. 

t Restated to reflect change in accounting for leases. 


G. L. Henthorn, Vice-President & Comptroller 
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Bell Canada and Subsidiary Companies 


Consolidated Statement of Changes in Financial Position (subject to audit) 


(thousands of dollars) 
Twelve months ended 


1977 
Source of funds 
Operations — 
Income before extraordinary item .............. $ 286,208 
Items not affecting current funds — 
Depreciation 3 <... thy ee ee eee 480,620 
Deferred income*taxes ..: geo... --90 1165102 
Interest charged to construction ........... (16,193) 
Other net) nse: .6 os. eee 38,894 
Total trom operations ete seen 905,631 
Extraordinary jtem.. 2am 2 3. et :,. Cee 2,367 
Proceeds from long termidebt". ..... Sees eee 293,050 
Proceeds from issue of Bell Canada common shares 
upon exercise of warrants .,.. Meee. 415. 118,607 
Proceeds from preferredishares ..>: Miss. ae — 
Proceeds from issues of shares by subsidiaries 
to minority shareholders. (. . 2. : Meee 9,701 
Issue of common shares upon conversion of 
convertible preferred shares .................. 18,952 
Miscellaneous) 005s. ake: L1.. . ee 12,689 
Decrease in working capital... .... ee 36,939 
$1,397,936 
Disposition of funds 
Capital expenditures — 
Gross capital expenditures .... ie. as.) 4. $1,046,987 
Deduct: charges not requiring funds ........... (13,748) 
Increase (decrease) in material and supplies .... (2,296) 
Net expenditures .......... eee 1,030,943 
Dividends by Bell Canada |........ Bee) eee 207,160 
Dividends by subsidiaries to minority shareholders .. . 10,730 
Reduction oflong termidebt ..... _. . ees 88,668 
Acquisition offinvestments™ ......... anne 34,348 
Conversion of preferred shares .................... 18,975 
Miscellaneous? ..... 39 4,........ Si eee mit 
$1,397,936 


t Restated to reflect change in accounting for leases. 


December 31 


1976T 


$ 287,384 
430,858 


763 
68,248 


11,748 


34,655 
32,539 
106,827 


$1,366,089 


$ 995,597 
(26,064) 
26,351 
995,884 
172,816 
8,600 
116,780 
34,582 
34,684 
2,743 


$1,366,089 


In December, Bell Canada began 
marketing a stylish new line of 
telephones designed by Bell- 
Northern Research and manufac- 
tured by Northern Telecom. 
These models are available from 
Bell Canada’s Phone Centres and 
Téléboutiques, located in 
various Ontario and Quebec 
communities. 


New Telephones 


In December, Bell Canada began 
marketing a stylish new line of 
telephones designed by Bell- 
Northern Research and manufac- 
tured by Northern Telecom. 
These models are available from 
Bell Canada’s Phone Centres and 
Téléboutiques, located in 
various Ontario and Quebec 
communities. 
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